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ilfarfe in Great Britain 


PREFACE 


Custom and convention very jiroperly require that an 
uutiior — at least of anything that looks like a text-book — 
should make suitable apologies for his action in acci'Utuat- 
ing the horrid and outrageous disproportion between 
supply and demand in the worldiof books, and that he 
should at the same time, for the liencht of reviewers and 
others, indicate what particular long-felt gap he iinagiiMis 
he is filling. The object of tlsis book is a very modest one. 
The most important word in its title indicates that it is 
an introduction, and it is of the essence of an introduction 
that it should represent only a beginning of knowledge. 
In academic study, as in social life, an introduction is no 
more than the first stage in the departure from a state of 
complete ignorance, leaving much to be learned later, not 
without constant possibility of surprise. 

This book is accordingly designed to be used by the 
beginner, along with any of the innumerable text-toks 
on economics which may be selected for the purpose of 
study or instruction. My own experience is that exposi- 
tion of current and accepted doctrine is always made more 
palatable if accompanied by a backward glance at the 
development of thought and opinion. If it be true that 
the teaching of ecotromks requires almost constant refer- 
ence to the tenets of the Mercantilists, of the Physiocrats, 
of Smith, Malthas, List and a great cloud of other 
wUnes8«*a, then even a first-year student might properly 
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6 DEVELOPMENT OF ECONOMIC DfXTRlNE - 

have in his hands, and by his bedside, a hook coutainiiif' 
what he wants to know with regard to tiie (ie%-«*Inpmcnt of •' ; 
economic doctrine. This, with all re.spect lo other btHrks. 
is the gap which this volume i.s designed to till. 

For, in a sense, the available Ixwks on the hintoiy of 
economic doctrine are too full, too conipn hensivf' — let us j 
say, too good— for the ordinary stu<ient. however .•uiniir- 1 1 
ably they may serve the prtrpose of the sUrdeiit who is j ; 
specializing. The beginner is merely confusetl if hr is - ’ 
told something about everybody, or if it is rrrr|iressed upon 
him that Ortcs and Justi call for mention. IrnjKtrl.'rnt .as ' 
they may be, Ortes and Justi can very well afford to wait. 

On the other hand, when the interwt of the br-gintrer is , ; 
engaged, he does want a fairly complete pirturr*; and if » ; 

educationally better that he should have a fairly f : 

idea of the landmarks, even if nothing be rlone t<» temper I , 
his dark ignorance elsewhere, than that he shmild have a ' , 
diffused and confused knowledge of a wider field. t 

In this book, therefore — with my eyes on the beginner [ 
—I have endeavoured so far as practicable to mention #l.< 
no writer unless I could find space for something like |1 
an intelligible account of what he stood for. I have ; ' 
accordingly proceeded by a proem of selection and 
- p concentration, nithle^y casting overboard people of quite 

considerable importance. Thus in dealing with the \ ' 
Middle Ages, I have to all intots and purposes rtm fined 
the discussion to St. Thomas Aqumas; so (apart from a 
slight reference to Turgot) I have placed on Quesnay the 
, entire burden of the Physiocrats. In the later period I 
have likewise restricted mj^If to thas* writers whom 
beginners are most likely to come aanc». 

Not always have I been ruthless without a heat^ heart. 
McCulloch and the elder Mill I have indeed nt^lected with 
unruffled feelings. Even the German hlstorfca! school has 
gone without cauang me much misgiviag; s<wnchaw the 
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old controversy with regard to "method” seems less 
importajit to-day than a generation ago, and, with this 
decline in significance, the leading tigures in tliat con- 
troversy seem less insistently to require notice. But I 
should have liked to present Cantillon, who may yet come 
into his own when a promised reprint is more readily 
available; and patriotic motives made me hanker alter 
John Law, who, as an economist, receives abroad a 
measure of respect withheld from him in his own country, 
where we tend to look upon him as a financial swash- 
buckler. So also I should have been glad to find a place 
for Cournot, the father of a long line of mathematical 
economists. But like other frail vessels, an introductory 
text-book also has a Plimsoll-line, and in deference to 
warnings regarding the dangers of foundering due to over- 
loading, these and other precious bales have had to be left 
behind on the quay. As a consequence of this policy of 
rigorous exclusion in order to allow for fuller treatment of 
those included, I flatter myself that in no other book 
profes.sing to be a history of economic doctrine are so 
many notable names entirely unmentioned. 

There is evidence on all sides that the study of the 
development of economic doctrine is receiving to-day far 
more attention in English-speaking countries than was - 
accorded to it by the last generation. I should like to 
think that this little book may encourage what I regard 
as a praiseworthy tendency, and that it may serve as a 
useful stepping stone to the more comprehenavc works of 
Haney and of Gide and Rist. 

ALEXANDER GRAY. 

MAIUSCKJI*. COLI.KS*, 

March. 
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CHAPTER I 


GSEECE AND ROME 


However recent in the history of human thought may 
be the development of a systematic body of economic 
doctrine, reflection, and to a certain extent speculation, on 
economic phenomena must be as old as human ' thought 
itself. For if we accept the most notable of recent 
definitions of economic science, which in its popular and 
abridged version tells us that e fipno xnks is the study of 
m ank ind in the ordinary busine^ of life, it is obvious that 
stray reflections falling within the almighty sweep of such 
a department of knowledge must have passed through 
the mind of man ever since he was capable of reflection 
at all. 

The industrious gleaner may therefore collect from the 
oldest litemture chance observations apd stray remarks 
which the enthusiast may hail as containing in embryo a 
doctrine of Adam Smith or the kernel of the philosophy of 
the Physiocrats. Moreover—apart from the obiter dicta 
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The Code of Hammurabi, in fixing the piKf of <hf' hire 
of boats and goats, and the wages of t ok't*' ‘.tmir > iilif rs 
and other artisans, implied Mime soit of ^l*tt willi osurd 
to the just price and the sf,iiid.!id w,if;e. die Law. 

with its elaborate provision to serine .dl fioverty, 

represents, on the economic side, an eslicme example of 
a State founded on a Fooi Liw. 

Two conclusions follow from this. In the fir^s plare. 
economic doctrine, whether it he held in solution m the 
laws, customs, and practices of a society, or whether it 
be precipitated as a more or !«» nrmtitly deposit m the 
works of the theorist, reflerte the comlition of the soriely 
to which it relates. In a sense, therefore, a study of 
.comparative politics, meaning thereby an .nialvvu o! the 
changing structure of society, is a pies»{i{w<uiHin of a 
correct understanding of the development of fconomir 
doctrine. No less important is cconctmir hi*itorv as that 
tenp is generally understood. It is no acrident that 
Malthus wrote on population at a time when population 
% ’ war* rapidly increasing, or that Ricardo explored the 
’ intricacies of currency problems when the currency system 
was disorganized. In sljart Poli&a! Economy thtoughont 
has been in large measure an attempt to atphiini, within 
'* r the existing fo^meyrork and assumptiow of society, how 
and o n wha t t hwry contempowtry society fe rnwratinR, 

The second; conaiisFOTTS perhaps at first sight somewhat 
pessimistic. It is that any body of economic doctrine 
can have onSHEmSti^ validity; The ** ecaaomk hm ” 
proper jo a society resting on tradition, status and c;»*.te 
may be very different from those applicable to a modem 
industrial competitive society. The thcoretica! wnnonrkt 
might arrive at different conclusions acconling m chance 
may have assigned him to a mediaeval society with the 
implications of feodalirai and the manorial system; to 
the Greek city state, where the flower of culture wa» 
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looted in slave labour, or to the State' of the Inras, based 
on the tyranny and the orderliness of the bee-hive. 
Economic scieaico, theic'fore, it it be a scie'nre, differs from 
otht'r .sciences in this, (hat there is no inevitable advance 
from less to gi eater certainty; there is no ruthless tracking 
clown of hath which, once unbared, .shall be troth to all 
times to the complete confusion of any contraiy doctrine. 

No absurdity in the history of economic doctiine was, in 
its time, quite so absurd as it now appears to our com- 
placent eyes. Moreover it is very seldom, if ever, possible 
to write off a heresy as having bc-en for all time iiiemetli- 
ably discaided, demolished and explocU'd. Old dorlrines 
never die; tiwy only lade away, with a strange power 
of recupet.ition in an appioptiate environment, The 
dominant opinion of any agc', even if it has a flavour 
peculiarly its own. is, on analysis, a fricassee of the 
thoughts of all the agc's, and the latest exponent of 
orthodox and accepted doctiine may to a later generation 
appear to have added at most one further ingredient or 
one choice condiment before passing it on. 

Greece 

It is in the Greek writers that theoriz ing on economic 
matte rs, even if it may scarcely be termed* economic • 
theory, first explicitly emerges. But the ancient world, 
even as represented by Athens, was in many ways but a 
poor soil for any kind of economic speculation; and 
consequently, unless to those who are fanatically deter- 
mined to find evetydhing in antiquity, adumbration of 
economic theory among the Greeks will rather 'appear 
in the form of incidental observation?* thrown off in 
the pursuit of a more worthy end. Two, g en era! 
considerations, which in fact involve a inultlplcity "of 
other teftaiftCfis, explain the relatively m^^re attain- 
ments in such matters even of Greece,' contmted 
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with her lustre in all othet fields of spft,ulitirm and 
intellectual enteiprise. In the lust plare. flir annem 
State was in general a strangely ronipuhen-ne insinnfu^n. 
The man and the citiicn wete identihed Riiifcittn w,t< a 
part of the machinery and the msstriy of the Sijite 
Ethics and politics weie thus jnextrkaMy mtnn»ni;le4 
If the subject matter of eccmnnucs rould nut be etifuriy 
eliminated or ignored, it was viewed meiely as p,iil of the 
general domain of ethical inquiry, as indeed happened 
more than two thousand years latei, when Piolessor Adam 
Smith experimented with " The Wealth of Nations " on 
the Moral Philosophy Class in Glasgow, ilut the com 
plete emancipation which Atlam Smith amfrried on 
economics could not be attained in C»te«>ce. EcoiKmncs 
was not merely the attendant and the hamTmakfen of 
Ethics (as perhaps $die should always be); she was cruAed 
and blotted out by her more pjosperous and pampered 
sister, and later excavators, in search of the origins of 
economic theory, can only (Eg out disconnected fn^ents 
and mangled remains. 

The second reason for the absence of any connected 
system of economic theory goes even deeper. The 
ancient world, viewed as a whole, rc-sted os a system of 
• caste, and even Athens was not free from the hampering 
effects of suA an inheritance. The dty state was 
founded on slavery, and inevitably where a slave claw 
esSs^, the work assign^ to a slave falls into disrepute 
add" becomes diAonourable. Throughout antiquity, and 
as markedly in Greece as ansrwhere, the work of the 
craftsman was regarded as incompatible with a ** life of 
virtue." To the Greek mind nearly all the activifii** of 
modem society WOflld have appeared unwoithy and 
debai^. When slav» are at hand to do the wwrk, mrk 
bectanw the mark of the slave. Agriculture almost alone, 
for a variety re^ns, escaped "the cdnteijprwd the 
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censure of Greek and Roman writers, and consequently 
classical writtns jnadc further progress in the exposition of 
agricultural economics than elsewhere. If the " ordinary 
business of liie ” was thus despised, it Is hardly reason- 
able to expect that its study should be regarded as a 
subject wot thy of sustained and independent investigation. 

& far as economic theory is concerned, it is in Plato 
that Greek thought advances beyond the level of such 
wise saws as may be extracted from Hesiod and others, 
and arrives at some consecutivene.ss. Yet Plato is the 
supreme example of the classical tendency to regard 
economics as a minor subsection of Pthic.s and politics. 

It is above all in The Republic, and to a lesser e.xtent in 
The Laws, where he. indulges in “an old rrran’s game,’’ 
that Plato turns to economic questions. The fonner Is 
primarily a discussion on Justice, and it is because tin* 
essential nature of Justice may perhaps be most easily 
discerned in the State — since for the short-sighted the 
larger letters may be more easily read— that the 
disputants turn aside in the second book to discuss 
the State and its origin, and are thus led to construct 
from the foundation an ideal polity. It is noticeable 
that the origin of the State is attributed wholly to 
economic considerations; “A state arises out of the * 
needs of mankind; no one is self-sufficing, but all of us 
have many wants,"* and moreover, Plato indicates that 
no other origin of a state can be imagined. This line of 
argument, after a consideration of the essential needs of 
mankind, leads to Plato’s discusdon of division of labour, 
which has so often been compared with the famous 
chapter in Adam Smith. The esswaitial needs of mankind 
are food, dwelling and clothing, so that the barest notion 
of a state must include four or five men— a husbandman, 
a builder, a weaver, and perhaps a ^ocmaker or a 
• Th$ Repuhlk, Jowett'* tmsriatioB, p. 49. 
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representative of some other sinnlai ornipalmti hwh oi 
these is, moreover, to rimhne hmiM'lf to hio tmn mailing. 
The governing consukiations in the .ipitiif.ttittn t»t th,' 
principle of division of labotir, as ronernttl In- Plito, 
are then, firstly, that theic are ** diversitir-i i»f natures 
•• among us which are adapted to diffiuent oreupatioUrt." 
and secondly, and as a consequence of this, that " all 
things are produced moie plentifully and easily, and of a 
better quality, when one man dw<s one thing which is 
natural to him and does it at the right time. ,nid leaves 
other things.” It is in order that this piinnplr m.iy hr 
.satisfied that Plato then extends his State to m« hide a 
considerable diversity of other cmfts— Hasten*, tiadm, 
retailers and others. 

It is interesting to compare this pasiwge with the wnre#* 
ponding section in Adam Smith, and to note how different 
is Plato's method of approach to this fundamental 
problem. The stajrting point here is ethical: there are 
diyei^itfe of natures among men, and etch should do 
what is~natural to him. Up to a certain point this may 
be a valid explanation of division into trades; under 
modem conditions, with such sptrialiration as is presented 
in any large-scale system of production, it a, of course, 
^ absurd to speak of anyone’s work as being *' natural *' to 
him, or as satisfying diversity of nature. Arlam Smith’s 
explanation of diviaon of labour begins with an absurdity 
which he expands into something more tenable and coni- 
prehensible. Division of labour, he says, is due to the 
human propensity to truck, barter and exchange one 
thing for another, as though men, like overgrown school • 
bo 5 ?s, did different thin^ for the sheer |oy of subsequent 
" swopping.” But the following paragrapli puts a differ- 
mt complexion on what, at the first blush, i«t a mther 
quaint theory. Man, says Smith, in woids r<*miniseent of 
Plato, has almost constant occasion for the help of his 
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brethren; but — ^unplatonically — ^it is in vain for him to 
expect it from their benevolence only. Division of labour 
is therefore, for Smith, the effective means oi driving a 
good bargain; it is a device whereby we can count on our 
dinner from the butcher, relying not on his benevolence, 
but on his legard for his own interest. 

The contrast between Plato and Adam Smith on this 
point is striking. In Plato, division of labour is the basis 
of the social organization; the city k built up on division 
of labotir, so that it almost reads as if there could be no 
State whese every member of a community satisfied all hk 
own needs. In Smith it is a device for the ultimate 
advantage of those who practise it, operating Ihiough an 
increase in their bargaining power. Also, although it is 
not explicit in Plato, there is in The liepuhlic a curious 
reversal of Smith's famous dictum that division of labour 
IS limited by the extent of the market. In The RepicbHc 
the extent of the market is imposed by the necessity of 
llidopting division of labour. The city must be large 
ffnough to enable each to do what Ls natural to him. In 
other words, division of labour j® Sauth leads to diversity 
tof occupation as its final TOtdtt in Plato it springs from 
tliiversity of endowment as its first impulse. 

The point on which appeal has most often been made* “ 
to Plato relates to his advocacy of communism in fbe 
idea! state. To appreciate the peculiar features of Plato's 
communism it is necessary to consider (a) the scope, and | / f 
(b) the object of these communistic institutions, These, 
will best emerge by tracing the course of Plato's argument, ' 
leading up to the memorable passage at the close of the 
third book in . which the principle of communism is 
enunciated. We have seen the city swell out to allow for 
the application of the principle ol dlvtsimi of labour, so 
as to include merctajotmen. importers and exporters, the 
organization of ‘a** market with » ^tem of currency. 
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retailers and hirelings. At this point thrir h .» p,ui*.r m 
the argument; we have arrived at thr Mate m.dnini ,n)il 
perfected, and a dithyiambk hymn of puusc ih m 

the mouth of Socrates, descriptive td the simple hie v.hn h 
the citizens will lead theiein. If is only sshen t>l,niron 
objects that this is but a "city of pip«." devoid of the 
ordinary conveniences of life. th,it tlie arginnnit ttripnres 
a new lease of life. What is now to hr mnsiilet**d is the 
“luxurious state,” and though the snbsequeul {hsms-,>,jrm 
is ordinarily accepted as a description of the idea! state. 
Socrates explicitly says that ** in my opinion the true and 
healthy constitution of the State is the one whirh I liave 
described," that is to «my, Glaueon's ritv of pigs What 
is next to be discussed is, according to Swafr*,. a " Htaie 
at fever-heat," and the first result of Cdaut on’s dp'urr for 
"the ordinary conveniences of life " is a vast exiendon 
of the activities of the community by the athlilion of f 
actors, dancers, barbers, confectioners, rooks cl hoc 
g'ehits bfHHe—md rather satirically, more doclowt. More 
relevant to the main line of argtiment is the contention 
that the State will now require a slice of the territory of 
its neighbours, who in return will be similarly covetous, 
since in the conditions supposed men will have exceeded 
'' dhe “ Umit of neceMty," Md have given themselvef up 
to the “ unlimited accumulation of wealth." This in tom 
leads to a further extension of the population, this time 
ranbradng a whole army. 

Jj IM s. we arrive jgt the guardians, who practisi m art 
I midh is not to be combing with any other oauf»Han, 
^^fsmee one man cannot practise many arts with 
* The guardians require careful selection; Mkewise very 
/* careful education. Th^ must ocanbine apparently wtita- 
dictoiy qusdities, inasmuch as must be dangf^mus to 
thdr anemia and gentle to tiheir feiawJt, W« ire i»l here 
concerned wittt the lengthy riteuirtm of the educatloii of 
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the guardians, nor with the subsequent distinction between 
*' guardians in the fullest sease ” (the real rulers) and the 
auxiliaries, but the words in which rominunism is enacted 
are of importance in specifying both the scope and the 
purpose of the communism prescribed. The guardians 
are to look round foi a spot where they can best suppress 
insurrections within and defend the State from enemies 
without, and they are to encamp theie. Further, in order 
to ward off the danger that they may become enemies 
instead of friends of the citizens, their wiiolc mode of life 
is to be such that they will not be tempted to prey upon 
the other citizens. Consequently they are devoted to an 
asc(‘tic method of life: they are to have no property 
beyond what is necessary: they arc to leceive a fixed rate 
of pay, sufficient to meet expenses and no more: " Should 
they ever acquire homes or lands or moneys of their own, 
they will become housekeepers and husbandmen instead 
of guardians, enemies and tyrants instead of allies of the 
other citizens."* 

Firstly, as to tEe scope of Plato’s communism, it is dear 
from the whole argument ttiat it is prescribed, only for the 
limited c!a® of the guardians, who are indeed Ihrougbout 
to live a semi-military life. It is, in fact, the communism 
of the camp. The contrary view has been argued along, 
lines which need not here be indicated, and one authority 
has contended that " a superficial reading of The Republic 
gives the impression . . . that Plato recommends com- 
munism soldy for these upper sectiom."* It is almost 
sufficient to note that Aristotle himself is one of the» 
superficial readers; it is entirely suffident that Plato 
expressly describes the regulations as " appointed by os 
for the guardians." and even more conclusive is his 
statement that if the guardians depart firem thdr 

• Ibid,, Book III, p. 106. 

* Ueer. .Social lilmggles m Autiquily, p, W- 
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comiministic life, they «»li bccninr hnij^rkrrpcr. and 
husbandmen. 

Then secondly, as to the puijwse of the 
communism, it is noticeable that i’feto m i«%. moltvrn « 
poles asunder from othej comtnumslir di « amei }• V.i'*a In i* 
the ciy for communism anses from an aKnevnl ^-ntie 
the injustice and monstious inwpiahty of the woild It ii 
not so in Pkto. For lus gtiaidians, rtminujiiimi I*! an sict 
of ascetic renunciation; it is the {<ii«Jitwn on whith alont 
they can efficiently discharge their di«t«». Ihr work they 
have to do B so important ttsat they may only do it 
properly on condition that they teiiutm free of the *mm 
and the entanglements of this wwid. In ili motive 
therefore it is akin to the celibacy of the Homan Catholk 
priesthood. T!|euol4*^t of Hado's communism k m no 
way to establish a right to eqiiid enjoytadat, ratlrw it is 
a part of the pxfce that must be pud by a ckss on whom 
spedaLe^ponsibditi^ have b*» tnapasdl. An 
ing, if trivial sidelight, illustrative of the fact that tibn 
whole aromgfimfiids with regard to the guaidians are 
desigMd to free them from the ordinary troubles of fife, 
is lurolEed by die provisi<» that when « woman guardian 
has a child, the process of suckling shall not be pwlracted 
otoo long: " the mothsts will have m gettiag up at night 
or other trouble, bat will hand oyw aU this sort of thing 
to the nurses and attendants.’^* 

A slight glance at the Laws, as siippleawtir^ the 
teaching of The Republic, is almost esscntiid, the law't 
is the work of an old man whose fi« is »p«t, anTtSme 
have found in it the marks of the dBiMuimiient of age. 
Yet here Plato still clings to the old ideal ; " "the first and 
highest ham of tko j»d of the Goverar^glKf of 
the I4.W k that in iWoh there pr?vt& JPWt widely 
the amdent saying that * Friends have all thing* in 
‘ The Rtpubite, Jowttt'* tmnslatk», p. 154 
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common.’ ”* But that is lathur a State for gods and the 
sons of gods, and thciefore he now outlines the State 
which " when cteatcd, will be nearest to immoiUlity and 
the only one which lakes the second place." Such a 
state comprises 5,040 lots, since the city nmst not be too 
large and the citi/.ens should be known to each otljer, and 
this figure is administiativeiy convenient, as it is divisible 
by ail numbeis up to ten. There is no longer any 
question of communism, since " community of goods 
goes beyond their proposed origin, and nurtme, and 
education " The regulations throughout are to aim at 
a middle and contented condition of life, based on the 
doctrine that poverty is to be regarded as the increase of 
a man’s desires and not the diminution of his property. 

No one is to possess gold or silver e.xcept as coin for 
daily use, and the currency of the country is to be peculiar 
to it and not acceptable abroad. Inequality of condition 
cannot _ be avoided; but undue disparity, arising from 
fxlireme poverty or excessive wealth, is to be guardWd 
against. For this purpose the population is to be divided 
into" four claves, tlie limit of poverty being one lot which 
is to be guarded unimpaired, while the maximum posses- 
sion is to be the equivalent of four lots, the surplus to be 
surrendered to the State.* No money is to be lent at * "* 
interest, and, more startling, there is tn Iw no obligation 
to 'repay even the capital, a provision explicable on the 
ground that this is to be a society of half-brothers, if not 
of brothers, and that there is a definite restriction imposed 
on the amount of permmble wealth.* 

Certain of the old restrictions remain. No citizen is to 
be occupied in handicraft arts; for citizenship 
which requires much study and many kinds of know- 

* Thti Imws, Jowett's transkUon. p. lai. 

* md., p. 1«7. 

» Ibid., p 194 
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ledge, and dor*, not admit of bun*: tii.idr a •< n iis’.ary 
occupation." No one is to folitnv two uaft*.. ,itnl foi the 
purposes of thKIrcgdIaiioii citi/enship !>> to be if c.tidcd ai 
a ciaft, and the stuily of virtiir a*, a full ti«« »h* npation 
Among other points it is pnhap-. woitin »•! nniitjon 
that the second best State is to enjoy fiee tr.tdt' rnri 
complete immunity from import ami export dnfirs, vnbjrfi 
only to the importation of unmressiirv ami 

the exportation of what is waiitet! in the ronntiy Ijring 
prohibited.* Retail trade is forbidden, and there is alw 
a curious desire to piT.sen?e the xdrtum and the pimty of 
the city by removing it to a mIc distaticc ftom the am. 
for " the sea is pleasant enough as a daily uunpanwn, 
but has indeed also a bitter and bmekish ijuahty, filling 
the streets with merchants and shopkeepm. atid liegeftini 
In the souls of men uncertain and unfaithful Hut 

it^to toe rather weaimimc details of the State contemplated 
in Tkf Laws, it is unnecessary here to enter. 

When we turn to Aristotle, we are confronted with a 
writer who, by his analytical franto of mtod, went furthnr 
than any other thinker in antiquity in the directitm of 
detaching a separate science of economiai. Tins it not 
toe pkee to consider his political thasries. but his slartini 
po|ntJsJu4«iaa,ia fey.natore a political animi^ wthfoned 
for him toe science of ,poliri«, ^^ ..ffi aUtoiaad ecpnomia 
aICg&.ates».m«HiAd by Mm- from & an#fl. Two 

points are of peculiar interest to the economist. The fii^t 
js his dstmefive criticism of Plato’a cbmm.««t*n» in the 
second book of the PoUHcs. and the other fc Wi walysif 
o|j3;sJtoiii^qldiJ?ading to a diicmNifaji of the 
51 ^ of society. "On toe former point, with the 
mente of all 'toe ages rinpng in our «m, Arlstottt*i 
contentions may appear hackn^ied. What he «p tteit 
toe snares inherent in cwmnnlW of wive* nttd not 
* jrfciii., p. 830. • tm., p. t?. 
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detain us; it never has been, and is not now (it may be 
hoped) an urgent question. IJut his arguments on the 
general question of connmmity of propeity might date 
tiora the present year of grace. It is still liuc that 

* “ people pay most attention to their own pin ate piopeity 

I and less to that in which tiicy have but a part intciest 

' —as witness the caived hieioglypincs on the seats in any 

* public paik contiasted with the leverence paid to the 
' domestic Chestcihcld. 

Aristotle’s arguments, in the main, are of a highly 
practical character; in short, that a system of communism 
would not workj and tlut it violates natuial humane 
instincts. Theic would be disputes between those who 
get less and woik moie, and those who get much and work 
I little® — the old difficulty of distribution among frail, ; 

I grudging and suspicious men. Unity built on comimmism 

t is in fact a delusion; the common purs* leads to quarrels 

arising out of trivial causes. Moreover there is an 
immense advantage in the sense of private property. It 
; corresponds to natural instincts; " the love each individual 

■ bears to himself is not purposeless,” as he remarks in a 

phrase in which we seem to catch the tones of Adam 
Smith's invisible hand. Again, in an argument which is 
still common, though of doubtful cogency, he urges tffat . - 
community of property would destroy the virtue of 
liberality. His own position is not, however, merely 
negative. As against reformcre in a hurry in all ages, he 
contends ffmt the evils are due, not to the institution ^ 
which 'it is proposed to destroy (in this case private ^ 
property), but to defects in human nature. Uniera fbat . / 

is first amended, he would seem to say, there will be no 
advantage in abolishing something which in itself may be 
used for good or evil. *' The existing system, if embel' 

> PtifiO'c*, Rm»k II, chiip. ■?, Welldon’s translattoa, p, 43. 

’ Ibid., lk»k 11, chap. 5, p. 48. 
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li^ed by the tiiosai tone of thoM' who li\r «nt!i i tt and 
by a code of wise iaw-. would be fai 'oiptiior "* Jhf 
ideal which Aristotle outlines is tlius that »st piiviUc,; 
possession with use m cotmiwn. so fai .is that may • 
be piacticable— in inwkni langiwgi , jniv.itr |w<>)<in\ 
mellowed by a sense of the lespon'.iiuiilv of wialth. 4 
position not so diffeient from lli.it of the t hustjan 
Socialists. 

Apart from the dispute regarding commiinrain, the nwin 
part of Aristotle’s economic teaching is to lie fiumtl in the 
first book of the P^Qbim. The place which this dwiiii^ittB 
occupies*m Ills general tic.Umenf flows irmn h» griieiml 
theory of the State. The State ha*» m *»1! taws a na!y«,il 
existence; it is the complete dwetopment of the rather 
I associations, the houst'hold and the tillage , and Aristotle 
I accordingly proceeds to consider, as the logiea! lisd step, <1 
i the economy of the household. Here there ate ihi##* 
Ifundamental relationships to be borne in ttimd. tliat of 
Intaster and slave, of husband and wife, anti of paietif and 
raildren. The fourth and last of the parts of Ihimcstic 
Economy is the art of finance, which i» iKrt to Iw confused Jf, 
with Domestic Economy, since it is the businm of hnance * 
;o provide and of Dom^tic Economy to use that which is 1 
pPfbvS^.* 

"Under the section which d^ with the rehlionship of f 
master and dave* occurs Aristotle’s celebratiri «kfcn(» d 
skv ep^, which sounds so oddly in The 

“pnnaple of rule and subjection is, he says, inevilabte and 
beneficent, ^and IhMO are " natural slaves,” peil OM 
“e ag.fex.^ferior^to othfH m » to the soul, or 

a^be^t to a map. In thrae cases a life of slavish aubjec* 
tioh is advantageoua. Arfefotle k not blind to the obvious 


GREECE AND ROME 25 

objection that, as he puts it, it may happen '* contiaiy to 
llie intention of Nature tiiat those who possess the bodit's 
tlo not possess the souls ot iiee men and vice versa " ; ' 
for even if there be those who aie “ slaves by nature," it 
calls for supreme faith to believe that the accidents of life 
should at any time sort out the slaves and the non-slavef,*/ 
m accoKlance with the definition of a " natural slave 
Hence he distinguishes between natural and legal slaves, , 
and speaks of tlie law being a convention according to * 
which all conquests in war are the property of th^ 
conqueror. The whole discussion is curious and uncon- 
vincing, and is perhaps best viewed as a reflection of the 
fact, not merely that many slaves were well-ti rated, Jbi*^ 
also that their position would have been worse but foFthe 
institution of slavery. 

Coming to the question of acquisition or wealth-getting,® 
Aristotle is concerned to show how far it is or is not a part 
of Domestic Economy. Clearly part of wealth-getting 
must belong to Domc.stic Economy, since the household 
lequires to be supplied with what is necessary, if this is 
not already provided. This leads to the rather curious 
distinction between trqe or genuine wealth to which there 
is a limit, and another unnatural kind of acquisition I 
(finance in the bad sense) to which there is no limit, v 
Nature supplies men with the means of subsistence which 
are gathered in various ways, so that men’s lives may be 
classified as those of the nomad, the husbandman, the 
brigand, the fisherman and the hunter. Property which | 
so arises is " assigned by Nature," and .such property and ^ 
.such alone constitutes genuine wealth. Apart from the < 
odd appearance of the brigand in this galley, this is 
merely, in the main, an anticipation of Physiocratic 
thought. Here also, so far as concerns real wealth, that 

' /ftirf.. Rook I. chap ft, Welldon, p. 13. 

* flM . Book i, chap. 6 . 
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is to say the acquiMtioin of the iw ain of ivi , there 

is a definite limit assignid, miht wiaHh in thi*. mint 
be limited by the needs and the jHnjiosr of Ihr housfhtijd 
and the State. 

As against this, theie isnmilho hind of Im.uiif,' which 
does not have a natural existriiee and whit h k uhimijiHy 
based on the distinction, familiai long atteiwauK ,« that 
between value in use and \alue in esrhaiifc Kvoy 
object has two uses; the siwe has a use an a coveting ftir 
the feet; it iias also a use as an article of c\t hange So 
long as we are in the jegion of pnmiltv*' barter, wr ,ire 
still concerned with what is natural, but this fias i e i f.i 
when we mme to retail tiadine, where evchanue k 


ments." Out of mere simple Ijarter to satisfy » real 
need, the evil art of finance— retail trading • devetepi as 
a natural consequence after the introduction of a syjrtwn 
of currency, the successive stag« of which are noted with 
a fair approximaticm to the discuMion in Jevons** text* 
book. Finance, in the natural seme, is a part of • 
Domestic Economy. Unnatural finance is not, it prorfum f ' 
m6ney merely by means of exchange, and here wealth hi |jf 


Bitil'illil 


iMf I 


tiie acquisition of the means of living, the securing of the 
" pre-requMt«i whidh Nature ought to provide*'; the 
other is merely money-making. The one is laudable; the 
other enrich^ one party at the expense of the other. But 
of all evil forms of finance, Ihe worst is usttiy. aince here 
money produces the gain iteelf, and is diverted from the 
putiHise for which it ms devised. 

In his final classification, apart ten the hwklthy kW 
ofjnance which belonp to Domestic leoncwny and com- 
prise pruharify such tMnp m stockdarmlnR,’ hofibandiy 
and bee-keeping, and the tmattuml irtifeh botenfs to 
» /Wd., Book I. chap, f , 
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trade and comprises commeice, usury and hired labour, 

Aristotle allows for a third kind of finance which is inter- 
mediate and compriscf, something common to each of the 
others. This class is conceinecl with the products of the 
earth which, however, " do not yield fruit,” such as wood- 
cutting and mining— those industries, indeed, which we 
should now describe as extractive. 

Apart from the PoUliat, there is also a passage in the 
Nkomach(Tan Ethics {Book V, chaps. 7 and 8) which is 
of some economic interest. Aristotle is there concerned 
with justice in private dealings. Discarding the mathe- 
matical theory of projrmlion in which his doctrine is 
embcdtled, the central point of his teaching is that ” when 
people get a& the result of exchaiigc exactly what they had ' \ { 
at the' beginning, neither more iror less, they are said to ’ 
have what belongs to them and to be neither losers nor 
gainers.”' How is this principle to be carried out? 

That things may be exchanged, they must in some sense 
be comparable, and hence money is invented. It measures 
all things, and consequently, in the case taken, that of a 
cobbler and a builder, it measures the number of shoes j 

which are equivalent to a house. '* As a builder then is i 

to a cobbler, so must so many shoes be to a house or a | 

meal.” It is the demand for mutual services which binds , • | 

society together, and money is the recognized representa- I 

tive'“orihIs demand. Money, Aristotle says rn this I 

j»«»afe, has not a natural but a cstmvmtfonal (pdfi^) f 

existence, and for this reason it is called money ' 

it & within our power to change it and make it useless. , 

a doctrine which would Mcm to p^sess kinship with ; 

Kn 4 ^p*s theory that money is a ertature of the law. I 

Money, to adds, Is service«bl® for future exchanges; it is ^ 

a guaantee that if we do not desire a thing now, we shall 1 

* Etkia, Book V, chap. s. Welldoti'* tmndatioa. p, 149. 3 

* IWd., p. 133. I 
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be able to get it when we flo want >! 1 hor.i:!) the valae 

of money is not alwaj's the simi\ (t Irtnl. h^ li.tve tt 
more constant value than .inylhms,' I'i'.r isa* 

obviously not uiifamiltai with mi tain fvlhntlt's views 
regarding the nature and the tsim tion*. *>t v 

One last |K>int woilhy of mintem is that 

Aristotle’s attitude towauE " mrrh.inn'> and liirii shiss® 
in the State is in Uim? with that of nio-i w liters ni aiitu|m!y, 
It is summeil up in the genei.vl stati mcut llwt all who aie 
indispensable to the esistenre id the State eamiot lis' 
regarded as ritizens, and that in the hr d State ( whatevet 
may happen elsewhei-e) citizenship will not Iw' tMuferntJ 
upon any mechanic.* There la hnr a stnkiiig -amdiitity 
to the passage in the Book of Kn ie‘.i,c.t»ni>. m pniiv o{ 
artificers: *' Without these rannot ;i ritv he udwhtted 
yet "they shall not be sought for in puhlirk uutnM'l."* 

Inasmuch as Aiistotle romes neareht to a roiw'ilint 
pody of doctrine it may be ronvi nient to Mttmiwrizr how 
far he had reached. The starting point of his discussion 
regarding the relation of finance to Domestic Kconoiny 
rests to a certain extent on a Physiocmtic view of the 
superior place of Nature in the production of Hue wealth, 
w^th laving here a somecvlat ethical signifirance and 

» PoUiim. Book III, chap. 5. WdWon, p. tij 

» Ecdeslasticos xxxsdii. v. 3a, 33. The corrr*painliiif jjaaiWBC 
oa the mme subject ia Xenophon {rKisenowoi'n* IV, t, 3) it 
interesting, inawnuch as the wriier assigns rrown* 1 m the 
contempt of the iUllieral arts: '* Thfv uttwlv rttin the h« 4 tw 
of workera and managers alike, comiiplling men, at ihev do. to 
lead sedentary lives and huildle incloors, or in sMWn cases to 
spend the day liefore a fire. Then «» titen'i twdirs tieenme 
enervated, so their souls grow sicklier. hnA these vulgar rraitt 
involve complete absence «£ leisure and hinder men fii»in wial 
and civic life; consequently men mirh ns tbe» are Ud hiwidi 
and indifferent defenders of their CMintry, Morfrwer. in some 
staites, particularly in those accounted warlike, «« full ritiwn 
is permitted to practise the vulgar arts,'* (As trawdatwl t« 
Lafstnw's Greek Bismomm, pp. 30, 30, 8i» al*> tawh 
p. 391 .) 


Ih 

I 

I 


I 

i 

k 


GREECE AND ROME 


29 


being related to the satisfaction of needs actually felt. 

His condemnation of unnatural finance, or mere accumu- 
lation, is bast'd on an acute analysis of the distinction 
between valne-in-use and value-in-exrhange. 1 le analyses, 
in the main with justice, the development and the func- 
tions of money, .uid is commendably cleai as to the 
distinction between money and wealth, though on the 
other liand money remains for him exclusively a medium 
of exchange, and it is to mis adherence to this view that 
his condemnation of usury must be attributed. So, in 
the same way, the nature of capital escapes him; exchange 
in itself is barren, facing ultimately and ideally meieiy an 
interchange of equivalents. Some of his observations on 
the unnatural kind of finance, viewed as the miunifestation 
of an impulse to accumulation, are not without a certain 
suggc.stiveness of Marxian criticisms of the hunger of 
capital for surjrlus value. On the subject of value itself, 
Aristotle definitely ranges himself with those who seek a 
subjective explanation. It is in the demand for mutual 
services that value is rooted, and it is this principle of 
demand wliich binds society togutber. Such, summarily, 
are the main features of the Aristotelian approach to a 
body of economic doctrine. ’ , 

^ Tire third Greek writer to contribute certain embryonic 1 
elements to an economic science is Xenophon," .Wtar*- j' 
approaches matters throughout in an entirely practiwl***'*' 
spirit. His achievement is perhaps greater than has 
generally been admitted, and even whcie his speculation 
is confused, it may at least be pleaded on his behalf that 
the man who gives a wrong answer to a question has 
at least raatle some progress, insofar as he realises that 
a question exists. The pleastintly innocuous dialogue 
(Econnmiem, devoted to a discussion of the principles of 
estate management, opens with an analysis of wealth in 
the manner of Ruskin. Wealth is only wealth to him 
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who can use it. oi, more cpj«i.»mnuU<.tlly, iiirful thinp 
are those thnifjs winch one know« howr to nw, so ev<6 
money is not wealth to Inin who dm', no! kn..w Imw fe 
use it.* Further, wealth is to Iv inteijnifrtl in relajon 
needs; the man of simpk' tastes aittl little sul',) 
wealthy in compaiison with the man oi girat 
on whom cxrefsiw riaims mt All this is the siiiH (g 
which proverbial philosophy and the home sjnin jwctry 
of cxinteiitmmt are woven. Prim,iiily, Xenophon 
) an agricultural writei, and it » of intrrrat to sok 

• thlt h« furnishes the motto to Qwesnay and the Phyiift, 
cratic school many centuriw kter *’ When htwlMtidiy > 
flourislies, all the other arts are in ro« 1 fettle; Init wh«. 
ever the land ia compcikd to lie waste, the other arts 
la ndmen and mariners alike wellnigh prish *** Ilk 
praise of agriculture is indeed of Physiorfafic excess It 
is the easiest of all things to leam; none gives f|uielbM^ 
returns (to a careful man); it is the giver of all thinp; 

art is " dearer to servants, or pleasanter to a wife, or 
more delightful to children, or more i^?reeaWp to friendi.'**' 
Moreover, on Xenophon has been fathered an approaidi 
^to the familiar agent* of ptoducfion, two—land and labow , 
^ bd)^ recognized; for though tgricnltere or the land 

*' suppHffii good thin^ in abundance, ** s!» suffer* th«m iwt 
to be won wdthont toil,*'* So afao in a ftambling way he 
la approaches, or seems to apprwidi. the JUif of DimWWir 

* ing Retens; "the landowners couH A toll pm bow 
many t«uns and how many labouttts are winlrttl for 
ffieir estates. If_anyiQne employs hands In exws* of ’ 
requirements, it is'reckoned as a 

It is, however, m the short ossay «n The IV«yi and 

I Loeb tra&sktloa, KP. I«7. 4fi9- 

’ IbM., p. 405. 

’ Ibid., p. 317. 

^ Ibid., p. 401. 

* Laistner, Gnth Beammiea. p. tS: to‘«ys 
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Means to Increase the Revenues of Athens^ that 
Xenophon is most interesting, most enlightened and 
perhaps also most conhised. Here he xs concerned with 
finding a " remedy for the poverty exf piii dikens,” and 
the tract therefore resolves itself into an elementary 
discussion of public finance. Throughout, a more liberal 
view than customaiy is manifested. The foieign residents 
are seen as a source of revenue, and Xenophon argues 
for tire abolition of all legulations that mflict disabiiiUes,% 
on this class. He is indeed anxious to attract " more ' 
and better class foreigneis to settle at Athens,” and 
in puisuanco of this policy he would show favour to 
merchants — by free seats at festivals and invitations to 
banquets. No less significant is his sugge.stion to raise a 
capital sum to provide accommodation for merchants and 
shops and houses for retail dealers. E<jually enlightened / 
is Ms contention that it is the citierwliich have been' 
longest at peace that hav6 been most prosperous; despite 
the booty of war, it is in |)eace that wealth is accumulated; 
it is in war-time that it is spent. 

More curious are the views expressed by Xenophon 
with regard to alv«p-mining. Here, with grotesque over- 
statement, is an industry following the Law of Increasing 
Rotums; the greater the number of people employed, the * 
more prolific becomes the ore. Elsewhere excess of 
entrepreneurs leads to their bankruptcy; excess of com- 
modities leads to dieapness. But there is no limit to the 
demand for silver; '* Silver ore will never give out, and 
silver will never lose its value.” Gold does not have this ' 
marvellous property; for *'whcn an abxtndanee of gold * 
makes Its appearance its value depicciateh, and it sends up 
the price of silver. ” C onsequently the city should acquire 
slavM to be Id out to work in the silver-mines, and in 
Older to overcome the risks inheient in opening new 
* Printed in LiUrtfiM, tiurrh ReoiiewoM. 
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cuttings, he suggests soinethnig a|>p!t.,irhmg to , 
stock methoti of operation. 

Even a biitf survey of Xenophon wouh! hr »in oinolri, 
without reference to a passage in th, f ^Lh 

being quoted by Marx and other s. his i,r<o»,e „f 2 
curiosities of economic lileiatme » upu-entH dniMon 
of labour as applied to the kiti hen. nsn inai}. wj;|, 
man to boil fish and anothei to bake them, llrir. siirelw 
thecentuties have shown retrogic.Mon ' 

Apart from th«e three main irpnsuifafivrs of Cireek 
thought, a passing reference is peilwis, due lo the 
dialogue called /;rv*i«h which is of interest m lieing 


to." IWlf ‘it**" 

demands to makf «p.^n of* imffT *'”*’’* ^ 

to suU"ir^ Tea^ 

and 7ttr ?rwome"nrto^to4f l^>- 

tb«m oEtr another Im fS* ih«t Aftolliiwf lif cittlM 

is another X 

^blee the u «*?««* .^“L****'^ 

XndTo°dofeeWplK 

tog holds C to . ?*•«% tb* «» 

ment where one and the^me man aiw^ ki" 
layy the table, bakes the *“"*"« wm**!***. 

and now anothw, he must •b^.h 

may; but where it is all oae*tScan^I"t*^ *® ** ’*•1 
anotow to roast them, for onrmaf^Lll.f »"« 

to bake them, for another aaotii 

sort at that, but whw it o » * 

a high repntatiott—eeerwtWB? ®**? btod 
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devoted wholly to an of wealth, and which clearly 

{lisiingiiibhes between matt rial and inimateiial wealth, so 
that ** in exchange for their art** men may obtain the 
necessaries of and to Afisloplianes* wholly diverting 
play Erdeskzusii, a skit on cotninunism (not neglecting 
votes for women) which is full of tht» most modern 
thrusts. 


Rome ♦ 

Economic doctrine in Rome may bt* more summarily 
cliscusHtHh As a record t>f sc?riiii slruggie, the history of 
Rome is of the Ihghest iinpoitanre, but the* specific con 
tribntion which Rome made to theory is meagre to the 
extent of being negligible. Moreover, sucli as it is» it is 
largely an echo of Greece. It is indeed in accordance 
with the genius of the Roman people that tludr theory 
should be implicit in their actions, their laws and their 
jurisprudence, rather than explicit in the works of pro- 
fessed theorists. It is a wise obseiwalion of Roscher's 
that in Rome it was the most practical men who concerned 
themselves most with economic matters; and their most 
influential thought on economic questions, being in effect 
tlie economics of the Civil Service and the Law Courts, 
was never foimally propounded. 

Another characteristic of such economic fragments as 
Rome offers is that much of it dates from a time when 
the splendour w^as dimmed, and when the more far- 
sighted could see the hastening approach of the day of 
ruin. It is therefore mixed up with a good deal of head- 
shaking over evil times, and lamentations, doubtless 
sincere, over the departure of tha days of primitive 
simplicity. It thus biTomcm on one side a fritidsm of 
the weaknesses of the times; and the praise of agricuiture 
—a common feature of ancient Ihougtil— is in part also a 

* UilfiiiiM. og. III., p. 41. 
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sigh for a vanished simplicity ami a * , n vtr nt * 

ostentatioa and greed. 

The contribution of Konm to the * 

top!cs~even if it may not .tniuunt to vi 

conveniently and tradition.! !)y nmi,, th,,’, 
philosophers, the agrKH!tm.,l\„st, ,, .,,,,1 ihv mT.,' 

few points may t«- noted ^ 

Of thephiloMiphcis (of whwmt lu-io Sun* i i i.i 

may be taken as typical) it may }«. Hugo,. 4,..! ti,.! 1 “*^** 
far as they merely censiiit> li'tvtt,-,. *** *** ' 

b«'auty of dmplidfy and the right ,;,•!* J 
are primarily moral rather than econol 1^.; *’ ^ 
a considerable extent th» txhrnm then um 1 « & 1 
other questions there is hitlc thai « *** * 

passages in fimi/s th Oflmn ts 
P/^»® of agnculture. which k aki ami rvl 
emphaticdly in dispraise of all othei oc,«p.,f,nn, . * 

which^nwfre’T^ “'■•’WieodL f 

which ones are vutcar we hale 

follows; First, 3 ' K^nwal, « , 

undesirable which incur ^nie%. i,T ' m ■ 

gatherers and usurere «*. **'”» «< t»? 

vulgar, are the mea^ of S. 

we pay for mere manual ktourjlli '‘wlfflien ;hi5 
their case the v«v wao*. *'*’*. f”*' ‘•rtistk aklU, fo* in 

there is no action thaf*^ niMner*^*^^^*^* *'^*“*’ 
all mechanics are ennged in vnleae^a® *?f'***'®****®** And 
have Mything lib6S®?bo«tlt*^LS,?‘*L^®*’ «, 

those trades which cater to 

iaSlL^M ****’«' * hiKhri *(,«»« e,i 

i* derfvedlmeSSnf ?S» 

—these are proper for dhiSwS 
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itself this passage indicates why the spirit of antiquity 
could scarcely be expected lo evolve a body of economic 
doctiine. As has been properly obsei-ved, Cicero is here 
concerned with the respectability of various occupations, 
not with their pioductivcncss. Notable is his coinpam' 
live tolerance towaids wholesale trade, especially if it 
leads to a countiy estate. Usury naturally is condemned, 
in this passage on the feeble ground that it incurs people’s 
ill-will; but it is also to Cicero that we owe Cato’s terse 
comment : " How about murder? ’’ to one who inqiiired : 
" How about money-lending? ”* 

Seneca’s views on economic matters are not in the main 
of great interest. Money (and not merely the love of 
money) is emphatically the loot of most evils. Envy and 
greed are the sources of all injustice.® But in the midst 
of much in this train of thought which, even if true and 
well-expressed, has ill-founded claims to originality, there 
is one thought that is significant, namely that the various 
quarters of the earth have been differently endowed in 
such a manner that the peoples of the world would appear 
to have been called to enter into intercourse with each 
other for the mutual satisfaction of their needs.® 


Trade, if it ih oa a small scale, is to be coasitlered vulgar; but 
if wliolenale and on a Luge scale, importing large quantities from 
all farts of the uorld and distributing to many without mis- 
repreiientation, it is not to be greatly disparaged Nay, it even 
seems to clenerve the highest respc^ct, if those who are engaged 
In it, satiated, or rattier, ! should say, satisfied with the 
fortunes they have made, make their way from the port to a 
country eitate, a*i they have often made it from the sea Into 

r rt. But of all the orcupations by which gain h iwured, non# 
bitter than agrirulture, nona more pwhtabte, none mftpi 
delightful, none more becoming to a freemand* (B$ Offldki, 
Book 1, %!ii; l#tmb iransktimi, pp. rSJ-^SSd 
^ ** Et cum tile, cpsi quusitritt, dixisset: Quid fienmrl? *, 
turn (ktoi * Quid homlimm/ iaqult, * occldew? ** (D§ Offldh 
Book II, Loeh, p, abb.J 
» m Im, III, 3J, 

® Ai MiMam MMr$pm 4# €m$&htmmt chap, t# 


In the taiiglwi mass ol Pliny's Xu^unt! v f!i. ».. 
certain interesting passagis lei.uiri;: ft* Th,., 

more than a touch of Ro„sm.ui in }„. ,..ZLn Ih T'u 

armuch'S^rV'* ’ n:.^‘ 

for the min of "fl 

wliidi led to «»"’•» 'OiMhlv. til,. ransJ 

WHICH kd to the pie-emmenre of gold. ,,s *},,,# „ ,,.J * 

no damage through fire, that it weti. ,|, 3 ^ 

meta s by use. that no mafeiki » n.o.e mih. L k f*! 

IS not subject to rust micl fio on ^ t|i#i ** 

ss 

Iah/«mf»a Aerifi^ere ”* ^ 

anal3^is of an industrv Vet tK ^***'^® ® ‘'•ti'oful 

V.ni and cSSita I 'I 

a?^' S”““ ™'i, ttuf 

words, agricultum hL fe 

for profit; the problem in Arfst^fer '*» rm 

i ™o«em. m Ansfotelian phraswlogy, » one 

‘ gjny, |k)ok XXXin. ehum , 

. Book XXXIII. ehiT'.,’- ‘‘' 
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of Domestic Economy rathei than of *' dirematistich.” 
Lastl}’, it is <lihicult to resist the impression that the 
more impoitanl wiiteis, in their praises of agriculture, 
were obliquely pointing to what they regaidecl as the 
salvation of Koine in dcgeneiate times; and with a certain 
amount of foice, an analogy has been drawn with the 
Physiocrats, who many centmii's later also emphasized 
the impm lance of agriculture under the shadow of 
approaching evil. 

Apart from dithyrambic praise of agriculture, as, for 
instance, when Columella says that husbandry is next to 
and near akin to wisdom , it is not.ib!e that the writens of 
this group condemn slave-labour as inefficient. Pliny may 
be taken as typical: " It is the very woi.st plan of all to 
have l.uid tilled by slaves let loose fiom the house of 
correction, as indeed is the case with all woik enluisted 
to men who live without hope.”* Certain sayings of 
Cato, as on the superiority of an agricultural population, 
and his dictum that he has been a useful member of 
society who leaves more at his death than he inherited, 
passed into current wisdom. But in the main these writers 
are concerned -mth tips for the landowner (and his wife) : 
hints on the pruning of trees, where to buy tunics, the 
medicinal effects of cabbage, the salting of gammon and 
the like. 

To the third contributory stream derived from Rome, 
represented by the jurists, it is possible to make merely 
a vague reference, though indeed their influence on the 
world at large, ami on the subsequent method of approach 
to economic questions, has been of the profoundest. It 
might indeed be argued that Roman Law represents the 
greatest legacy of Rome to the civilized world, inasmuch 
as a large, portion of the daily transactions of the world 
are still regulated in accordance with the principles laid 
» PH«y, Book XVIII, chop 7 - 
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down by the Roman juiistt» .uid emlxjdu.! m ICnns »;i I„iw, 

For our present purpose, influetur aIoiu, tv . ' 

lines is notable. The piogre.ss of Romi iu"!! iS . >4 

self-contained hegimiinf;.s to its wul« t »\i>,n)inn was 
marked, on the one hand, by it« ir.isui|; ( lUit.H f w ith (hhrr ' 
nations and peoples, which weie fmind tu h,i\<- l.iws of % 
their own, and, on the olhei hand, by an advaine tn a * 
state of considerable eeommiie. lin.uin.tl and tunniMiiial i 
complexity, in which men made cnntiaels. ami in wbirh | 
the art of banking and the mysteui-H of eirdii wete not 
unknown. In response to the fust of these hues of , 
development, the Roman lawyeis evolved the idea of ^ 

” |us gentium,” an idea not in itself of rnmomie itwjwr" « 
tance, though later it imjanges on the development of I 
economic ideas. The ” jtw gentium,” the Ixidy of law ? 
common to different nations, leadily passes into the idea ^ 
of natural law, that is to say, the idea of a bwlv of law. | 
which, being common to all peoples, is " naliita! " to | 
them, and can therefore claim a higher sanetioti tlwn that I 
of any earthly legislature. It is an idea whirh, in the I 
varying shades of meaning of whieh it is suweptible, I 
never wholly faded out. In the eighteenth cenimy it , 
colours the doctrine that certain things aie ” fiatinal.” 

^ which is so large a part of Smith, and whicfi even more ‘ 
emphatically is the foundation-stone of the Physiocrats, 

The other development led, not indeetl to economic : 1 
doctrine, but to a careful analysis of certain economic ^ 
conceptions, above all those relating to contract and the ■ 
nature of property. Here the influence of Rom.w law 
was in^the dirwtion of a rigid, and indeed a somewbat J 
harsh individualism. To the mfluence of the RwMm J 
jurists must in large measure be attributed the pfWiiiMng I 
tendency to consider that each one, in the common phw*. 'j 
has a right to do what he likes with hk own, tb.it the 
conception of private property ntfcwsarily include thr 


GREECE AND ROME 


3 <> 

light not mfrely to enjoy, but also arbitrarily to abuse 
and tiestroy, and logically !ik('wisc an untrammelled right 
of bequest. Here, in the two great principles of private 
ptoperty and rotnpl<‘te freedom of cotitniet, Rome left a 
bias towards unfettered and irresponsible individualism 
as against the possible claims of the family, the sept, or 
the nation. 
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CHAPTER H 


S IHfc MIDliLK At.I-J'. hi. 1HUM,V. AyrihAS Oiil sMJ 

1 / 

>/St. Thwmas Aquinas 

Anyone who would I'vaiy to prcM-ot tn u fmv wh»t 
purports to bt' a htatrinrui of llw romimiif d<nmi« 
current in the Middle Aki’-h nnisl hr niti.runw. if hr h** 
a conscience, that he is laislulatiijg .i !»miplinty fl.it dor* 
not exish It may be left to the histomns fa drndr what 
period sftould be assigned to the " Middle Au«'s.“ and to 
specify the limits of that yawning gulf of time which mnst 
be allowed to have begun somcwhrie, and whir h r«tainly 
came to an end with the fall of Const, mfinoj'le and the 
discovery of America, if intlerd it had not ended « erninry 
earlier. Viewing fhe twelfth and the thirtrrnth ft niwirs 
^ from afarrit is now dangerously easy to ronsidw !h,it the 
** condition of Europe was relatively .static St« « va».i priiod 
of time, and to speak as though Europe, like a di eplng 
princess, slumber^ through many centuries until the clftn 
horns of the Renaissance heraldi-d a new and a rosy 
morning. 

Yet though the tendency to look u|ion the Middle Ag« 
as static is deceptive, there is a certain convpulrnr# for 
our purpose in looking comprehensively at the wmoratc 
doctrines of the Middle Ages, especltlly if th,it vagui* 

* - period be left undelimited. Indubitably, opinion mt 

matters developed; (but jhwe was certainly tl 
'point of view which was dominant for a lengthy period 

40 
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of time, and which, thoii}'h subject to modification, 
reached its higlicst expiession in the twelfth and thirteenth 
cenluries, above all in the wniings of St. Thomas Aqum.Ts * 

' Without attempting to notice its d(>vt'lop- 
ment or niothtK.iliotiH, this chapler will be devoted to a 
a»nsi{leration of what may be fairly calk'd the mediaeval 
point of view, above all as that is represented in St. 

Thomas Aquinas, whose thought governed an epoch. 

Here, as elsewhere, the theory reflects the conditions 4 «. 

and the circumstances of men’s lives. For an under- ^ <C. 

staiuling of the mediaeval point of view— for " theory ” is "►'•***Y’*“ |r 
here hardly the fitting word- -it is necessary to bear in' 
mind the dominant chanicteristics of the stiucture of . 
society at the. time with which wc' are concerned, both on S***-t^ 
the secular and leligious side* On the secular side, " 

Middle Ages are for many people more or less synonymous 
with the feudal system. It is unnecessary to consider how 
feudalism worked in practice: it is equally unnecessary to 
idealize it, as Muller (and many others) have done in an 
attempt to escape from the nineteenth or the twentieth 
century, forgetting that the past will always win a glory 
from its being far. Yet, without doubt, the theory of 
feudalism in its essence implied a S3«tem in which society 
was held together by mutual obligations and services, so 
that each one had his place assigned to him, and his tenure 
of that place involved the giving and receiving mutually ^**vit^**^ • 
of support and assistance. The same was true of the 
guilds and crafts when these began to develop. There 
rested on the crafts the obligation to render good service 
to the public; so also, as in the regulations governing the 
relationship of the members of the same Itody to each 1 

other, it is evident that the accepted code of honour 1 

required the members to share opportunities and to play 
the game honestly by one another. On the whole, then, * 

the accepted theoiy was that the membera of society held 

B* 
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their places in society on condition that they rendered 
certain specified services to their fellows. There was thus 
a considerable element of status. Rank, of whatsoever 
kind, imposed obligations, but it also conferred pnvileges. 

^ Each one should not merely discharge tlic obligations 
j resting on him; he should also live as his position in 
I life required — co 7 %vcnienter,*' as the mediaeval Latinist 
expressed it. To complete the picture on the secular side, 
the Middle Ages inevitably lived to a large extent in a 
economy/' Though there is much talk of 
trade, the actual volume of trade must have been 
relatively small; men lived in small units, which to a large 
extent must have been virtually self-supporting* Nor was 
it me]Qely *tha difficulties of transport that stocKi STEe 
iKijr way of exchange On any large scale. Until the discovery 

of the silver-mines in America — that is, until after the 
passing of the Middle Ages — ^there was something of the 
nature of a dearth of money lEiouglidttt^ and 

money transactions were perforce naturally limited, 
EttlexpfM, ir’we bndOMand it few 

openings. It was consequently a society in which the 
members were expected to maintain themselves by 
rendering service to the community, and in which to a 
^ » large extent the possibility of making gains, or laying up 

treasure on earth, was excluded, 

Qatbe i-eJigious side the great all-dominatmg fact was 
«w. Church. The effect of its teaching is a matter for 

more detailed consideration later. Here it is sufficient to 
observe, firstly, that the Church sought to regulate, all 
human relationships,, on the postulate that this earthly life 
is but a preparation for another, and that the only reality 
is eternal salvation; and secondly, that the Church was, 
in its very nature, a cosmopolitan organization. The 
curiously non-national atmosphere of the Middle Ages, !n 
so violent contrast to the presuppositions of the later 
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mercantile period, is in part the gilt of the Church, which 
thus conferred a certain unity on Europe before centiaKzed # 

nations found satisfaction in the misfortunes of their 
neighbours. In these days Latin was still a universal 
language for those who were sufficiently clerkly to read. 

All Europe could join in the Crusades, and wandering 
scholars were equally at home in Oxford oi- Paris, m 
Padua or Cologne. 

These conditions are in themselves almost sufficient to 
explain the point of view of the Middle Ages on eronomir 
<|ucstions. If we turn to the exponents of mediaeval 
thought, we find above all two dominant influences. The 
one is the authority of Aristothq the other is sctui in the 
tra n sformation of values effc'cted by Christianity, as found 
expounded not only in the original sources of the 
Christian religion, but also in the writings of the early 
Christian Fathers. '|'lj.§ BiWe, Aristotle, and the Christian 
Fathers are the authorities to whom St. Thomas turns 
with equal reverence, and there is much to be said for 
<«• the old view that what the angelic doctor aimed at was a 
1 ^ synthesfe of Christianity afad Aristotelian doctrine. ■^Aris- 

tnonOTlf the views of the 

> Middle^ with^ regard to the nature and functions ^ 

^ oFm oncy, the iniquity of usury, the principles which * 

sho'SS goverrrsxchange and the nature of jnstke. On 
madfer of 'these, Indeed, St. Thomas meirly repeats Aris- 
tone" 'with an added buttress drawn from Christian 

.•'"‘Much more important is the influence of Christianity 
on thosr 'points fet vAStffi tho 'OiMiaR view wai dirt^tly ^ 

opposed to certain sheets of the Greek and classical tradi- ^ 

ttonrilflriSWriMfilh nothing is easier than to point to 
certain phases of mediaeval life in which the implications 
■f of Christianity were not fully accepted, nevertheless those 
continued to work as a leaven, modifying increasingly 
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the views held on certain fundamental economic aspects 
of life. 

Firstly, and most comprehensively of all, there was 
the view derived from Judaism, but generalized by 
Christianity beyond the limits of one race, that all fflffi 
were the children of a common father; if the children of 
I a common father, th^n brothers. Here was a principle 
f ultimately destructive of class distinctions, ultimately 
destructive likewise of national distinctions. It was a 
principle which made it impossible permanently to defend 
such an institution as slavery, even tliough on this 
question St. ThomasTs surprisingly prc'pared to swallow 
what Aristotle had said. The other side of the question 
is no less significant Each individual represents an 
immortal soul, so that each in the light of eternity is of 
equal value. Here at the outset is implied an emphatic 
affirmation of Human dignity, of the equality of all men 
in the sight of God, and of the brotherhood of all peoples. 
As an immediate practical inference from this implied 
brotherhood of all, it is necessary to note, ey^n Jliqwgh 
there be no space for comment on, the empHasil, Ipd dh 
, I ’ almsgiving, both as an act of charity and as a mmm ni 

Secondly, there is implied in Christianity a further 
point of view which, curiously, prevented some of these 
conclusions from being drawn or applied, or at least 
made their application relatively a matter of indifference. 

' wiLTHs world is but a preparation, and all that is is 

transitory. If^fhe only thing of substance for each 
individual is to work out his salvation with fear and 
tremblings then eveiy other mundane consideration sinks 
info* mrignifioamcei except in so far as it is a means to 
I that h%her encL Viewed from the altitude of the next 

world, there Js so Jittfe that really matters in this. Here, 
fundamehtaliy, is the explanation of St. Tliomas Aquinases - 
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attitude on slavery. Even a slave may enter tlic 
Kingdom of Heaven. Anyone to wliom eternity is as ^ 

reaf^as^tBLe* “present (and vastly more enduring) iniisf 
arrive at an attitude of detachment with regard to thc^ 
things of this life; and an air of detachment leads to an 
attitude of tolerance with regard to tilings doubtless 
indefensible in themselves. Thus, though the initial 
assumptions of mediaeval Christianity ought to have led 
to kn extreme equality, nevertheless it accepted inec|uality 

part of the arrangement ordained by the Almighty for 
this present state of preparation, in which all things ought 
to be seen, illumined by the burning liglit of eternity, in 
their true proportion and in their true insignilicance, 

On a third point Christianity represented an even more* ^ 
complete reversal of the traditional Greek view. It nJjkim 

insisted on the^^|nity qf work in a manner which would * 

have been repugnant in a State resting on slave lalK>nr, 
where work was consequently the mark of a slave. The 
New Testament, on the other hand, k a prolonged 
inofemenf to ** work with your own hands/' St. Paul, 
who was ^mewhat boastful that he had labotired night 
and day that he might not be chargeable to any of 
you/' laid down the ride that if any man wcvd not 
work, neither should h© eat. With few exceptions the ♦ ^ 

Apostles were mean workers. Work, indeed, had been 
prescribed by God; and even if it were part of the curse 
resting on mankind, it was also part of the way of salva- 
tion/ Christ continually spoke of Himself as working; 
and indeed to go back to the Book of Genesis, God 
Himself worked, and rested from His work on the seventh 
day. It need therefore occasion no suiprise that Chris- 
tianity^^TbSghCi^th it a new mi merely of 

the*" and* tbe nobility of work, but al» of its 

iifevitabil%^^, 

'Ifi the nature of things, one need not eirtpert to find a 
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specilically economic literature in the Middle Ages, foi it 
was of the essence of the mediaeval point of view that 
the economic factor should be rigmously subordinated to 
more important considciations. Just as in Greek thought 
economic speculation was at most a by-product (and a 
minor by-pioduct) of ethical and political thought, so in 
the Middle Ages, when economic questions are touched on, 
they are considered strictly in relation to private morality. 
Moreover the Church, which from the secular point of 
view was also a large and efficient administrative machine 
intent on the enforcement of the Church's point of view, 
took into its control the whole moial life of the com- 
munity. It is not infrequently said that the two cardinal 
economic cloctrines of the Middle Ages are found in the 
notion of the '' just price '' and in the prohibition of 
usury. Certainly round these two points most con- 
troversy raged. But this is to view matters too super- 
ficially. These two principles are neither independent nor 
are they fundamental. They are but two aspects of a 
deeper and more comprehensive conception. If one word 
were sought to cover all phases of mediaeval economic 
teaching, it would probably be found in the idea of 
^'justice/' which has unfortunately tended to become 
^ » l^sociated primarily with the notion of price/' We 

are brothers and should behave as brothers, r^pecting 
each other’s rights and position in life. Each should 
receive that to which he is entitled. Justice, as the 
mediaevalist understood it, should be done. No one, 
under any circumstances, should take advantage of his 
neighbour. This is the sum and substance of mediaeval 
’ economic teaching. 

The relationship in which the two most familiar of 
mediaeval economic doctrines stand to the sum total of 
mediaeval teaching in these matters is most conveniently 
seen in the writings of St. Thomas Aquinas. The best 
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method of approach is perhaps to consider in the 
place his teaching on the vexed question of the p<’rniis- ft*. 
sibility of private property, and the allied question of the M 
theoretical desirability of a system of coinnuinisnr. Here, , 
however, the position is confused by the fact that there 
had been so much previous history, and there has indeed 'f-f 
been endless discussion of the extent to which the early 
Christian Church at Jerusalem and the Christian Fathers 
hadisfr a tfadUlon in favour of some communistic form 
of Efe. Certainly the Gospels had underlined the tiiith 
tihat wealth mighl be a snare; for is it not easier for h 
Ctlffld ffiroiJgh the eye of a needle than for a rich 
man to enter the Kingdom of God? Jn one case also the 
way of perfection was said to lie in selling all anrl givthg 
ter t he pp or. Y^^it is equally certain that no words of 
CTmst c^jft be invoked directly in aid of an argument for 
a'cpmmunistic mode of life. More importance is attached 
to the early position of the Church at Jerusalem, where 
had all things common ” (Acts iv. 32), yet a 
careful perusal of the relevant passage appears to point 
to a condition of, at most, unrestrained liberality, which 
nevertheless remained voluntary.* There remain the 
Christian Fathers, from whom it would be easy to cull , 
a nosegay of explo-sive aphorisms which might make it * 
appear that Moscow was their spiritual home. Yet if 
they denounce wealth and roundly call the rich man 
a thief, it is equally true that passages may be cited 
in support of the legitimate use of private property. 

Probably, like less wise people, they were not always • 

guarded in their expressions: on a survey of all the 
passages commonly cited. It is probable that the Fathers 

‘ otherwise it is difficult to give any meaning to Peter's 
question to Ananias: " Whiles it remnmecl, was It not thine 
own? ” Ananias was not a martyr in the cause of Individiiftlism: 
ppular sentiment rightly regards Ananias and Sapphira as 
being primarily liars. 
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in the main were concerned merely to condemn the 
improper use of wealth, and to underline the dcceitf ill- 
ness of riches. That the early Fathers were communists 
might equally appear from selected passages chosen foi 
the purpose. Certainly the state in which all things are 
held in common is their professed ideal, and evokes a 
wealth of glowing language. Yet again it is doubtful 
how far any of the passages usually cited can be regarded 
as a precept for the introduction of a communistic system, 
or as an argument for its practicability under existing 
circumstances. That men do not hold all things in 
common may be a mark of the depravity of man; but the 
depravity of man has to be accepted along with tlie fall 
of man. Praise of communism is indeed, in the Christian 
Fathers, largely praise of the blessed state which man by 
his sins has forfeited. This probably is the true signifi- 
cance of the communism of the Christian Fathers.^ 

If this interpretation be right, there is not, in fact, on 
this question of private property, that contradiction 
between St. Thomas Aquinas and the Christian Fathers 
that is sometimes assumed. Fundamentally, his view of 
external things rests on their subordination to the ends 
of men: always the more imperfect exists on account of 
^ that which is more perfect.^ But, having regard to the 
use of external things, St. Thomas holds, following 
Aristotle, that possession is natui^l^Jp^ipap/' The 
argument that s^eSETln^nnirr^ law a sanction for com- 
munity of possessions he counters by contending that 
natural law dpes not indeed require that all things should 
FiTTeM in common; all that can be derived from the 
argument is negative in its nature, namely, that under 
natural law there can be no justification for distinction of 

all this see O'Brien* Essay on Eemomie 

TmcMng. 

^ Sum. ThmL, II/II, qacesHo 66, art. i. 
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possessions. This, however, rests on human agree- 
tnentS, which is a matter of positive law. Thus 

U9^ contrary to natural law; rather is it 
added to natural law by a further cieation of human 
reason.^ 

Possession being thus justified, as in accordance with 
human nature, St. Thomas distinguishes the two kinds of 
right which men may have in tilings. The first is the 
power of acquisition and administration (potestm pm^ 
cutantli d iispensandi), and here the full right of pi i vale 
property is allowed on lines which are similar to the 
Aristotelian argument. Greater care, greater order, greater 
satisfaction result when each has his own, and the disputes 
which spring from the common purse aie avoided. But 
the second right in things, that of use tpMirnm), is 
in a different case. Here things are to be regarded as 
common, ready to be shared with others in need. It is 
the ojd Aristotelian solution, that property should be 
private in possession but common in use. 

Thus, while the right of property remains, the harsh- 
ness of the Roman conception of the jm uiendi ei 
abutendi has gone. The owner is, in fact, the 
administrator of his possessions in the general interest, ^ 
even though the administration of the property is left to 
the judgment of each individual. How far St. Thomas is 
prepared to carry this doctrine may be seen in his 
argument that theft is permissible in the case of cKtreme 
necessity.^ For hunian law cannot abrogate from natural 
la^pr divine lawi and it is part of the divine providence 
that Inferior things are ordained that men may be aided 
in their necessities. Consequently that which is held in 

1 ** Unde propriftas pow^^ionnm non ent contim Jui mttirale, 
sfd jurl natiirali superaddltnr pw adinv^nitionfm ratkMii« 
luimanie.** (II/ 11, cpifstJo 66, art. a.) 

® II /II, qna«tio 66, art. 7* 
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superfluity belongs by natural law to the maintenance of 
the poor. Here we are not concerned with what consti- 
tutes '' necessity/' nor with what is to be understood by 
"'superfluity"; but it is significant of the mediaeval 
respect paid to the rights of status that St. Thomas should 
expressly stipulate that almsgiving shotild be restricted so 
as to leave such a residue as will enable a man to live 
as his status in life requires, convenienter, secundum 
proprium siatum^ 

St. Thomas's view of the value of earthly goods is in 
accordance with these general principles. The life that 
men live here leads to the life of blessedness in heaven as 
its final goal, and the good things of this life are to be 
judged in respect of their efficiency from this point of 
view.^ Wealth is, or may be, good, but a good of a lower 
order, as a means to an end. It is good if it helps to a 
life of virtue. So also poverty may be good, if it frees 
men from the burdens in which many are entangled by 
wealth. But poverty in itself is not good; it is only good 
in so far as it frees a man from what may hinder his 
spiritual life. Neither poverty nor wealth nor any other 
external thing ("any other creature," St. Paul would 
bave said) is good in itself; nor is anything evil apart 
from its evil use. Here, surely, is the supreme indifference 
of the Middle Agesc"* 

Granted the existence of private property, there arises 
the question of the principles which should regulate 
exchange. Human relation^ shoyl^^Jbe governed by 
" justic e," hence^thc centra! conception is that of 
th^ just price/'' Inlo that large field which is concerned 
with the mediaeval analysis of justice and with the two 

^Ill'll, quaestio 32, art. 6. 

* B& R$g%fmm Principum^ Book I, chap. 15. 

a Summa Contfa G$nt%U$t Book III, ia particular chap, ijj! 
** Qmomodo paupertas sit horn/* 
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kinds of Justice as derived fiom Aristotle (commiitativa 
and distributiva) it is unnecessary to enter here. Of the 
two aspects of justice-^-one governing the relations of the 
part to the part, and the other that ot the part to the 
whole— it is essentially commutative justice, or justice in 
exchange, which governs the conception of the just price, 
Cutting down to the roots of things, justice consists in 
rendering to each one what belongs to him. Justice 
imj)lies equality, and there should theiefore be equality in 
exchange. In ^effecting exchanges, therefore, a measure 
is* necessary, and if is for this purpose that money has 
been invented. Money is thus piimaiily, and almost 
merely, a measure of values. If the price exceeds the 
value of a thing, or conveisely if the value of a thing 
exceeds the price, justice is violated; and tluu'efore to sell 
a thing at a higher price or buy it at a lower pilOe than 
ihis^vmrtti fs unjust and impermissible, ^ 

"Canus vendere quam vahat — here indeed is a very fine 
hare which, with no obvious asthmatic symptoms, is still 
gallantly breasting the uplands, pursued from afar by 
a great company of short-winded metaphysicians and 
economists. But St. Thomas at least did not join in the 
chase, nor indeed was the hare of his starting. On the 
contrary, the idea of value, lurking behind the Ju.st price. % 
receives singularly little analysis from St. Thomas. It 
might be inferred that it is an objective quality inherent 
in each thing, but he seems to assume that we know what 

^ The statement is so fundamental that perhaps the Latin of 
St. Thomas Aquinas may be forgiven: . et ideo dtltet 

secundum «|uaHtat€in rei inter eos eontractiw Instltul. 
Quantitas autem rei, qu.T in usum homini« venit, nwnmiratiir 
secundum pretium datum; ad qucnl mt invenUim niimhioft, iit 
dicitur. Et ideo vel pretium excedat tpiantitatem mlorli rtl, 
vel e cottverso res excedat pretium, talletur Juitltte rcumlltM. 
Et ideo carius vendere vel villus emera rem quatn vidt&t. 
secundum se injustum et lllicitum.'* (Suw, Tlwl., II|IL 
quwtio 77, art. I.) ♦ 
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it is, rather than explains how in any given case we iiiay 
determine it. Probably a comparison of many passages 

( would suggcsi{|hat at the back of his mind he had a cost- 
of-production theory, linked up with his views as to the 
remuneration of labour) Yet the idea of need and of me 
also figure in mediaeval theory; but it is not the need of 
any individual, rather is there everywhere the idea of a 
** common estimate,*' of the common usefulness* In sum, 
the just price is largely the customaiy price— a concept 
natural in a customary age. Perhaps one cannot get 
nearer the truth than by recalling Mr* Gonnard's felicitous 
phrase that the just price is determined, less by positive 
elements than in accordance with the conscience of 
the honest producer— die ** reputable employer** of 
Australian wage-fixing legislation* 

Yet the just price, though apparently objective in 
character, was not exempt from modification by external 
circumstances. To take one instance cited, in the case of 
the exchange of a commodity of great use to the original 
owner, regard should be had not only to the thing itself 
(and what one might call its normal just price **) but 
also to the loss which the seller would incur in parting 
With !t* But it is characteristic of the mediaeval view 
r ftai tHe contrary case of excessive urgency of need on the 
irfde of the buyer, accompanied by no special detriment to 
the seller, affords no justification for advancing the just 
price. These and other considerations indicate that there 
must be a certain margin allowed with regard to the fust 
price) It cannot, as St. Thomas says, be fixed with 
"Cdfliplete accuracy, but must depend on a certain process 
of estimation; therefore within ^ limits, a certain slight 
variation up or down need not be regarded as impairing 

* ** Et in tali casu justum preiium erit ut non solnm 

respiciatiir ad rem qtne venditur* sed ad damnum quod vendltor 
ex vanditione incurrit*'' (II/ 11, qumsMo 77 , art* n) 
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Ihe equality which justice demands.^ The discussion of 
the obligation resting on the seller to reveal to the 
purchaser defects in the thing sold indicates more clearly 
than much argument tliai the fundamental idea of the 
Middle Ages was that no one should take advantage of 
another, and that in this life of trial brothers should 
observe towards each other the golden rule that ** as ye 
would that men should do to you, do ye also to them 
likewise/' 

It is almost self-evident that the principle of the Just 
price includes the idea of the just wage IikIchkI the 
e:^ample which St. Thomas tak'fiirdtrWiiMr^ of the 
equality which is inherent in justice is the imymmt of 
thrcrdTO #age for services rendered. ElsewluuT lie places * 
the pa3mient of wages on exactly the same footing as the 
obligation of the just price. ^ It might even be said that 
the doctrine of the just price was built up on that of the 
just wage; for that the labourer was worthy of his hire 
was a living principle in the Middle Ages. In so far as 
the idea of the just price represented vaguely a cost- 
of-production theory, then the labourer's hire was a 
dominant, if not exdltlsive, jfactor in the determination 
of prices. By the just wa^ge was meant that rate of ^ 
remuneration which was required to enable the worker to 
live decently in the station of life in wlxich he was placed; 
and thus, if one may so express it, such a wage, represent- 
ing reasonable decency, was made a first charge on 
industry. The mediaeval doctrines of the just price and 
the Just wage should appear less strange to a generation 

^ Quod kleo dico, quia JuBtum prrtium rertim nm 
puuctualilar daterminatum, Bed mngis in quadam tWliroatinrift 
consiatit; fta quod modica ad<litio val miiudlo n«ii vidrtiir tolkra 
aqualitatem jastitian** {If /II, qiirastio 77, art, 1.} 

* Unde sicut raddera juatum pratium pro m aecapfa «!> 
allquo, ast ac4us just Ilia*; ita ftiam rfcomficifisari* mmrmhm 
operls wl laboris, ast actus jusdtlfc. (I /II, qi»stlo ii.|, art. 1.) 
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which has become familiaz" with trade boards and with 
various attempts to devise price-fixing maclnner>\ 

The other main featme of economic doctrine, the 
prohibition appears on analysis to be likewise 

nlerely a particular case of the just price. Usury, for the 
mediaevalist, was not merely what the modem economist 
would call ''pure interest''; it covered likewise any 
injustice in trade, any violation of the just price. Never* 
theless, as Aristotle had exalted usury to an evil eminence 
among the vaiious kinds of bad finance, so usury, 
although frequently used in a wider sense, was more 
speciiically identified with the making of profits out of 
loans as a particularly heinous example of the sin of 
avarice. Here was a subject on which the natural 
authorities of the Middle Ages seemed to be in agreement, 
Usury had been condemned by Aristotle on the grounds 
qf^the barrenness of money; to use money which ^as 
properly merely a means of exchange as a device for 
making more money, was unnatural, and therefore to be 
condemned. In the Bible there were the various prohibi- 
tions of usury in Leviticus and Deuteronomy, though how 
far these prohibitions related to the taking of usury from 
^ a "brother" need not detain us. The Psalmist had 
^ indicated, as one of the qualities of a citizen of Zion, that 
he should not put his money to usury (Ps. xv. 5), There 
was above all the passage in the Gospels which was more 
frequently cited than any other authority, to the effect 
th^ toe Christian should lend, hoping for nothing again 
(Luke 

^ Mutuum date nihtl inde $p$mntes. Or sfioukl tb© correct 
reading be: Mutuum date nihil dmpemntes? Shotild loans be 
mad© "hoping for nothing therefrom," or "without worrytef 
about them " ? Even on the former reading, does the nml 
imply that the lender is not merely to hope for no Interest, but 
that h© is equally not to look for the return of the capital? It 
is curious that so many doubts should subsequently b# mistd 
with regard to the interpretation of a verse which was « 
aulhorimtive in the Middle Ages. See Obrien, op. cil., on tMi. 
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Two points call for notice before considering what is 
more specifically the canonical view of the offence of 
usury. The first is that, despite the passage in St. Luke 
and certain obiter dicta of the Chustian Fathers, the 
attitude of the Chinch was not at lu.st so sigid as it 
became later. When the question fust cmeiged, usuiy 
was forbidden only t<? clerics; it was not till relatively 
late that the piohibition was made general and usury 
became an offence in the laity. Secondly, it is impossible 
to appreciate the mediaeval attitude towauls usury unless 
it be remembered that in an age of little enterprise and 
industry, loans were made mostly tp those who for one 
reason or another were in distress. Thu typical loan, 
therefore, was probably advanced to .someone who had 
suffered the scourge of fire or of flood, who had been 
ruined by bad seasons, whether occasioned by blight, by 
pestilence, or by the inclemency of the heavens. Moreover, 
in a community undeveloped financially, loans were to a 
large extent made as between people who were known to 
each other apart from their relationship of borrower and 
lender. Doubtless there were transactions of various 
types, but probably the characteristic ban was one, not 
designed for productive purposes, springing out of a „ 
misfortune and designed to tide the sufferer over the ' 
consequences of that misfortune, and advanced moreover 
by someone purporting to be a friend of the victim. That 
the taking of usury should be discouraged under these 
circumstances is but natural, for it assumes the appear- 
ance (to fall back on one of the Fathers) of " trafficking 
in the miseries of others.” Even the Merchant of Venice 
recognizes this point of view when he asks; ” When did 
friendship tabs a breed of barren metal of his friend? " 

iThe early condemnation of usury rested in part on the 
authority of the Bible and Aristotle, being compounded 
of the Aristotelian doctrine of sterility and the view that 


« 
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usury represents a grinding of the faces of the poor in 
their distress. Ip the hands of St. Thomas Aquinas, 
however, the objection to usury becomes more deeply 
grounded, and by reasoning of some subtlety it is demon- 
strated that usury involves an offence against justice. 

The argument rests on the distinction between those tlungs 
in which use and consumption aie identical, and those in 
which they can be separated (res fungibile^ and res mm 
fungibileSf to use a legal expression). In the case of wine 
and bread, for instance, there cannot be use without 
consumption. When the use is granted, the thing itself 
is granted. You cannot give a man the use of a loaf 
without, by that very act, giving him the loaf itself; and 
if he uses the loaf, it is idle to expect its return. On 
the other hand, there are things in which the use and 
consumption are not identical A man may have the use 
of a house without destroying it. He may therefore be 
given the use of a house, and at the end of the period 
he may properly be expected to return the house in its 
original condition. Putting it in a manner more germane 
to the controversy, it is possible to sell a house, and it is ^ 
possible to sell the use of a house, since they are distinct; 
but it is not possible to sell bread and the use of bread, 
since the sole purpose of bread is to be consumed. Come 
now to money, and invoice Aristotle's definition of mopey. 

Money exists for the purpose of effecting exchanges. It 
is the function of money to part company with its 
possessor; its proper use lies in its consumption or aliena- 
tion. It is therefore pre-eminently a fungible commodity : 
use and corfsnmption are inseparable A 

In^a aexise Sfi Thomas's argument is that what purports 
to be a loan of a fungible is in fact bound to be a sale. 

As it is inadmissible to sell a loaf to a man and liimul 

* ** lia proprius ei principalis pecimiie tisiw est Ipgfiw cen- 

snmptio, siv© distraetio.*' (Sum. TheoLt II/II, qn.tstio 7S.) ,r 


♦ 
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taneously charge Mm for the use of it, so it is inadmisbihlc 
to sell money and charge also for its tise. The pioper 
piice, on mediaeval doctrine, is the return of the same 
money; the additional charge for its use is of the naltiie 
of a swindle. What, then, is the ofhmce of the usurer? 
Bearing in mind the foregoing analysis, it may be 
variously expressed. Either he is selling something that 
does not exist (the use, apart from the consumption, wfien 
the two arc identical), or he is charging for Uie same thing 
twice, or, if the lapse of time be invoked, he is selling 
time, which belongs to God, and which no man may 
apptopiiale. 

It is not infrequently said that the mediaeval view oft 
usury rests essentially on the Aristotelian view of money, 
as being merely a medium of exchange, and as being 
consequently inherently barren. It would perhaps be 
tiu^ to say that they regarded a loan of money (being 
a fungible) as essentially involving a change of ownership; 
that wjail® they realised that money could be productively 
used, it coul<J only be so used when brought into con- 
junction with labour. iThe productivity, in fact, springs 
primarily from the labour of the borrower, to whom 
also the full use of the money has been granted. The 
usurer, therefore, from this apgle, is levying a toll on 
the labour of another. The just price for the money 
advanced is the return of the money; anything more is 
injustice. 

tbed^yelopmentaad gradual refinement qf thadoi^ne 
with regard to usury constitute one of the most interesting 
chapters in economic thought and practice; but it can 
only be glanced at here. It was in accordance with 
the mediaeval conceptiqn of justice and equality that the 
Ipider, byiending, should not suffer. In such a case the 
^ irestoration of the original capital would not be sufficient; 
the borrower should also make good such loMs as the 
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lender had suffered on his behalf. Thus arose a number 
of modifications which in piactice tended to break down 
the prohibition of usury, though in theory they were 
merely variations necessary for the fuller attainment of the 
idea of j ustice. The two which figure most largely in discus- 
sion were the payments permissible in the case of damnum 
emergens and lucrum cessans. It the lender could prove 
that, arising out of the loan, he had suffered a definite 
I loss, or that alternatively a source of gain had dried up* 

» then it was but equitable that the borrower should 
^ indemnify him. Somewhat different was the poem eon- 
4 mniionalis, which stipulated for the return of the money 
; on a certain date, under penalty of a further payment in 
respect of the inconvenience alleged to result from tlic 
lender being prevented from receiving his money when, 
as anticipated, he should have occasion for its use. A 
r fourth exception was the periculum sortis^ ^ payment to 
^ cover the risk inherent in the po^ibihty of the money not 
being repaid. In the light of this discussion, two con- 
clusions are evident. Firstly, in practice these various 
modifications were in time sufficient to break down &e 
prohibition of iismy, especially with the development of 
industry and of financial technique. For implicitly the 
exceptions assume that the lender could not nomaJly 
himself make use of his money. In an economy offering 
unlimited scope for investment and enterprise, it would 
be increasmgly possible for a lender to plead either a 
dwmnum emergens or a lucrum cessans. Secondly, these 
exceptions are no exceptions in principle. Taking interest 
where there is no risk, no loss incurred, no inconvenience 
suffered, still remained evil in the eyes of the medkevalM. 
The emphasis on the permissibility of payment in reject 
of those elements which in modem language constitute the 
difference between gross interest and economic intenesti 
merely underlines the fact that econpjffi^rintewtr tito 
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payii\^.i3i for the use of money pure and simple, continued 
to be regarded as illegitimate. 

To guard against misappiehension it should, however, 
be added that the mediaeval doctrine did not condemn 
investment when investment took the form of a partnt‘r« 
ship, provided the partner did in fact share the risks 
of the business* The commenda, the original form of 
partnership, had always been regarded as enthcly legiti- 
mate, and here one party might advance money to anothei 
and share in his profits, while refraining from taking any 
direct part in the enteiprise. It was essential, however, 
that he should not be absolutely entitled to receive his 
money back in Ml, for such a position would cleady 
involve usmy. But if h<' merely ** entrusts hib money 
by a kind of partnership, the money remains his; '' so 
that the mci chant trades with it, or the craftsman uses it 
at the owner's risk." The original owner may Iheiefore 
claim a poition of the profit which has sprung fiom the 
use of the money, which has never in fact left liis posses* 
sion, although entrusted to another.^ As Mr. Tawney 
has well put it, the person whom mediaeval doctrine 
condemns is the debenture-holder, the man who eschews 
all risk, whose money is safe and who yet looks for a 
reward. 

One last point in mediaeval doctrine, above all as 
exemplified in St. Thomas Aquinas. The Middle Ages 
had their theory of division of labour, based on the 
Aristotelian doefrine of the essentklly social imturt M 
man. But if people live in society they must aid each 

\ 

^ ** Sed ille qui commit tit pecauiam warn vel intimtori 
vd artifici pit modtim sociemtis eajusdaro, non tmwfirt 
dominium pecunire siiir In Ilium, md wmmH ejns; ita quod 
cum periculo ipslus mercator die ea ncgotlatur, vel wtifox 
operator; et idea sic lidta potest partem lucri liule provtiiltnfii 
expeter©, taaqmm de re sna.*” {Sum II/II, qaiiitlo 7S, 

art. 2.) 
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other by doing different things. (Hence, indeed, the 
pechlar human property Of speech, so that men may 
communicate regarding their diveise needs and attain- 
ments).^ Difh^ient occupations aie necessary, but arc all 
equally honourable? Only one aspc^ct ot this need detain 
us here, namely, the attitude towards trade. The lest ot 
the reputability of any occupation lay in the extent to 
which it was serviceable to the community; private gain 
was, in a sense, the antithesis of public service, and there- 
fore those occupations which offered opportunities of piivate 
gain were, to say the least, <langermis«-and ptThaps some- 
thing worse. Originally the view had been that a merchant 
could hardly be pleasing to Goii. In St. Thomas Ac|uiiias we 
have advanced to the view that tradirig is not necessarily 
sinful, but he clearly regards the calling of tlie trader 
so beset with the opportunities of sin that a man mindful 
of his immortal soul will shun it. First of all, what is a 
trader? Only he who buys a thing with the express 
intention of selling it at a higher price. If a man buys an 
article, having no such intention, he may subsequently 
re-sell it (and at a higher price) without thereby becoming 
a trader. And the causes which are enumerated as 
justifying a higher price are interesting as revealing ttie 
- considerable degree of haziness in which the just price 
shrouded itself. A higher price might^be ju|tified either 
because the buyer had mproved the article in some 
respect, or because the price had varied through changes 
in time or place, nr because nf the danger involved in its 
transport^ But on the main question Thomas repeats 
onimously the distinction drawn by Aristotle between 
nattrrCf^and unnatural exchange, the latter being designed 

^ l># Migmms Prmcipum, Book I, chap, i, 

® Vel quia ia aliquo rem mehoravit, vel qiil.i pretium re! 
©St mutatum secundum divemtalem loci, vel temporii, vel 
propter periculum, cut s© ©xponit, tranaferendo rem m two ad 
locum/*^ {ll/ll qnsastio 78, art. 4.) 
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not to meet the needs of life, but to acquire gain* As 
^uch it is regarded as somewhat dishonourable. Never- 
theless, even if gain does not involve anything honourable, 
it does not logically involve anything sinful. Thus the 
centre of the argument is rather moved from the gains to 
the use made of these gains; and St* Thomas contemplates 
the whpre a man may devote himself to trade for the & 
I '"p^Siic welfare, seeking gain not as an end but as a ^ 
for his efforts. Gains, if reasonable, may thus 
be regarded as a kind of wage. 

More interesting because less negativ(* is a passage in 
De Regimim Principum, wherein St. Thomas discusses * 
the two methods whereby a^Stato may obtain what it 
requires. These are, firstly, by its own natural fruitful- 
ness; and. ^econdlyi by trade. The argument is all in 
favour of the self-sufficient State, partly on mercantilist 
grounds of the beauty of self-sufficiency; but partly also 
because of the corrupting influence of the trading class. 
The conclusion, however, is that merchants are a 
necessity, if only owing to the difficulty of obtaining for 
the State a situation which has potentially a prospect of 
complete self-sufficiency. Hence the perfect state wil! 
make use of merchants— -but in moderation A 

Otesme 

No survey of the economic views of the Middle Ages 
would be adequate without a reference, if op)y by my 
of a correptive, to the remarkable treatise written by 
NicTioTas""Oresme^ Bishop of Lisieux (?T3aO“TjS2), cntitlfd 
De Origine, Natum, Jure ei Mutationihm Moneiurnm*^ 
This^^treafse^^^of twenty-six short chapt^r^ althrogh 

^ ** Und© oportft quod perfeeta civita^ moderate mercatorlhiis 
utatur.*^ (Di Regimtm rnneipum, Book 11, chap. 3 .) 

* In addition to the Latin original, them Is a French trani- 
lation by Oresme himself. 
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scarcely deserving the wild praise bestowed upon it by 
Roscher as a theory of money which is still perfectly 
valid to-day, is ncveitheless a sufficiently remaikable 
performance. In its spint it anticipates the scientific, 
objective frame of mind of writers of a much later age. 
In truth, however, it is less a treatise on money than a 
sustained and jemphatic refutation of the righte of the 
Prince to tamper with the cmrcncy. He begins on 
orthodox lines, dealing with primitive barter and its 
difficulties, which led la hommes subitlz to resort to 
money and thus devise a more suitable method of 
exchange. Money is thus artificial wealth merely; | man 
may be possessed of much money and yet die of hunger, 
as witness the often cited example of Creesus. It is 
merely an instrument for circulating wealth, an tnsim- 
mentum permutandi dtviUas naturales, a medium of 
exchange, as we should say to-day. 

Two points perhaps are specially notable in Oresme. 
As a medium of exchange, in the modem tag, moiiey 
must have certain properties, but the problem of finding 
any one substance convenient both for large and small 
exchanges, leads Oresme to the principle of 
He is remarkably clear as to the difficulties that may arise 
from a divergence between the mint ratio and tihe market 
ratio, and is definite that the mint ratio shoffiid follow 
the market ratio: ‘‘ Cette proportion,” as he says, “ doit 
le naturel habitude ou valeur de Tor I'argent.” 
Further, it is evident that he is familiar with Gre^am's 
law ffiat the over-valued metal will drive the under-valued 
metal out of circulation: the Prince therefore must not 
arbitrarily fix or alter the ratio, as this would open the 
ddor to all kinds of hanky-panky— as in buying silver 
with gold at one ratio, altering the ratio, and thereafter 
buying gold with silver. 

The second point of importance is his strict delimitation 
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of the powers of the Sovereign with regaic! to the corrency 
and the inferences he draws therefrom, Cnriency may 
not issued by everyone, but only by a public p(‘rson, 
acting on behalf of the community. Natumlly, therefore* 
it falls to the Prince to issue ciurtncy, but he does so 
purely in a representative capacity: '' convenienter est 
quod ipse pro communilatc faciat fabiicau* inonetain et 
earn congiua impressiono signarc.” This act is merely 
done on behalf of the community, and it follows therefore 
that the mere fact of issue by the Prince does not make 
him the owner and the pioprietor of the money so 
issued. 

This principle is of impmtance when Oxesine comes to 
discuss the various ways in which money may be altered* 
changed or debased. It is unnecessary to tliffeu ntiate 
these various mutationes, as of appellation, ■wtigtit, 
substance, etc. What is important is the vigour, one 
might almost say the rudeness, with which Oresme 
denounces all debasements of the currency. A prince . 

does these things is a liar; he commits perjury; he I 
bears false witness; for it is clearly a shame for a king 1 
to certify that a thing is gold when it is not gold, or that * 
it weighs a pound when it does not do so. The gain 
which flows from such practices is not merely dishonest, 
it is also unnatural. Mjcrnr^mchanging* usury^ debasement 
of the currency are all ilike* in the Aristotelian and 

Thdmist sense, unnatural methods ' 

ol nidney; but they represent an ascending sew 
turpitude. Towards the close, Oresme's treatise almost 
becomes a political tract in its denunciation of deba^SOTont 
of the currency as an engine to create a tyranny, Once 
tbe path of rectitude has been abandoned, he sees the 
possibility, almost the inevitability of repeated debase* 
ments, transferring by degrees the wWe wealth of the 
people to the Prince, and thus reducing them to a state 
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of servitude.^ Oiesmc clearly sees the evils of a debased 
currency, and records its natural manifc stations in a 
general impoverishment of the community^ in Ihe flight 
of money elsewhere, in the cessation of foiugii tiacii, 
and in the general disoiganization of life. Even if tin 
enthusiastic critics lead one to expect too much of Ousiue, 
his is nevertheless an extiaoidinarily realistic and piactical 
voice to hear in the fourteenth ccntuiy* 

^ Car natwie huniaine est loujeuts nalinf rt pientf "i 
aagmcnier Rr bosses A db\ quant hgiHvmmi bn puit arqiifnr 
quo tn bn le |>nnte pom rent attrairo k Inv tomna la phmm d 
les Richesnen Ue toun Us stibjcct/ et |Kir ce latut tu t i n " 



CHAPTER in 

MERCANriLISM 

I. The Hi4»torkjiI Background 

Ir has become an accepted phrase to speak of 
''mercantilist doctrine '' and "mercantilist theory/' yet 
Mercantilism is a misleading and deceitful word, if it is 
interpreted as implying that at any time there was a gionp 
of writers who consciously advanced a body of mercan- 
tilist thought to which any canon of orthodoxy could be 
applied. A mere indication of the spatial and tempoimi 
frontiers of Mercantilism is a sufficient warning against 
the old vulgar error implicit in the view (which perhaps 
still survives) that Mercantilism was the current orthodoxy 
before it was attacked by the Phjsiociats, and that both * 
schools were subsequently superseded by Adam 
For if there be such a thing as Mercantilism, it had a 
three hundred years' run, and it coloured the thought 
(and still more the action) of every country in Europe. 
Certain views indeed, bearing a strong similarity to each 
other, began to appear throughout Europe consequent on 
the portentous changes which marked the close of the 
Middle Ages. ^ These views, based on certain common 
assumptions, were in marked contrast to the non-national, 
moral and other-worldly point of view which had 
characterized such a writer as St. Thomas Aquinas. 

6^ c 



I 
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These views emerged, at first in a crude form, about the 
end of the fourteenth or the beginning of the fifteenth 
centuries; despite refinements, variations and modifica* 
tions, the family resemblance in the views currently held 
continued until the second half of the eighteenth century. 
Mercantilism indeed is still with us> and shows signs of a 
healthy and glorious resurrection. But it is clear that no 
general body of doctrine could have maintained itself 
unchanged for three centuries, especially when it is 
recalled that Mercantilism, so-called, prevailed not merely 
in France, England and Italy, but was likewise rampant 
in Scotland, Spain and Russia. 

Mercantilism, therefore, varied, adapting itself to the 
changing conditions of time and to the circumstances of 
its local habitation. Yet if one can nowhere pick out the 
wholly complete and orthodox mercantilist, the common 
usage of the term has a certain convenience. Economic 
doctrine is everywhere the expression of the conditions of 
the time in which it emerges, and Europe from the end 
of the fifteenth century onwards was a very different 
place from the Europe of the twelfth and thirteenth 
centuries* Mercantilist writers may, and do, differ; but 
to a large extent they start from common postulates, and 
these postulates were imposed on them by the altered 
conditions of the Europe in the period which superseded 
the Middle Ages. 

That Europe changed mightily as a result of the 
Renaissance, the Reformation, the invention of printing 
and the discovery of America, is a very familiar theme 
among those who prescribe essays and devise examination 
questions. A very brief survey of some of the changes 
which marked the age of transition will reveal the intimate 
connection between Mercantilism and the general tend«- 
cies of the time in the world of politics and of thought, 
Firsti and most fundamental, was the political change. 
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It is not for us here to concern ourselves unduly with 
history, or the cause and course of events. It is siifBcicuit 
to observe that in the countries of most importance, the 
mediaeval warring of turbulent barons, with a king 
doubtfully stronger than his leading subjects, gave way to 
the reality of a strong centralized State with an effective, 
and in some cases even an efficient, government. In 
English history the change is represented by the Tudors. 
The power of the King became not merely predominant; 
it became comprehensive. In short, England, France 
and Spain became dehnite entities, and not merely 
geographical expressions. Feudalism, linking society 
together by a chain of privileges and obligations, had 
emphasized loyalty to the overlord as the iirst o!)ligation, 
and in doing so had stymied the possibility of national 
unity. With the barons pul in their proper place, the 
King became, in theoiy, the father of his people/* 
England and all who lived in England were realizeci to 
have common interests, and it was the duty of the King 
and of the Government to watch over and to further 
these interests. It followed also from this emergence of 
England,'* and of France, each as a definite entity 
with interests of its own, that the nations and slates which 
had so emerged were at least in potential rivalry, if not 
in conflict with each other. The cosmopolitanism implicit 
in the non-national sentiment of the Middle Ages was gone. 
Unified states had come into being; these lived in rivalry 
in peace, and might at any time be pitted against each 
other in war. Wars doubtless there had been in the 
past, but it is significant to note in how large a proportion 
of instances these had arisen out of the complexifies of 
the feudal system. If the King of England was at 
variance with the King of France, it was as likely as not 
that he went to war in his capacity of Duke of Normandy: 
from the English point of view, the Scottish War of 
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l£ i f i: 


Independence was largely a matter of disciplining a 
feudal inferior. But in the new conditions the conflict 
of interests was definitely between states and nations. 

\ Moreover, political thought, partly inspiiing and in 

part interpreting development, tended in the same diiec- 
^ j , , ^ relationship to the fundamentals of 
]viercimrilism, two writeis are indirectly of snpu'iiK' iinpoi- 
tancer^achiavelli (1469-1527) in The Prince, with an 
admirable air of detachment and a scientific aloofness 
from moial considerations, discussed how in the Italy 
of his day a ''principality*' could be established and 
maintained. A book written with a specific puipose, its 
lessons were found applicable far beyond Italy. Machia- 
velli postulated that the limes called for a strong printas 
and in effect his book is an analysis of what must be 
y ^ ^ done to create the strong state~-».conscience being hushed 

scruples ignored. Machiavelli thus became the 
9 despot's guide to power. His significance 

i ^4^ lies in the facts, firstly that he freed — perhaps offensively 
^ ^ — ^politics from all moral and ethical consideratioms; 

%j and secondly, that though originally and of design 

^ applicable to the Italian city state, his work served as 

^ "^an incentive to despotism ev^where. The other writer 
A ^ is Jean Bodin (1520-1596)?! who, analysing political 

presented to the world the fraitful idea of 
^ V soverei^ty, which, though now creaking, has dominated 
all political thought until the present generation* The 
# essence of the doctrine of sovereignty in its various forms 

I jg every state, a supreme power, subject 

j power within the state itself, but to which 

all else is subject. The conception of sovereignty, unl«s 
handled with gingerly care and subtle refinement of state- 
^ ment, is thus apt to underline the importance of a strong 

^ centralized state; inevitably, also, it entails an element of 

I irresponsibility in the sovereign power. Moreover, it iire* 


i I (1. 
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concilably confronts sovereignty with sovereignty in the 
international anai'chy. 

Mercantilism may not inappropiiately be viewed as the 
economic equivalent of Machiavclli and Bodin, 
deduced that of necessity theie was a supieine power In 
each state. Machiavclli in eifect said: If you want a 
strong state, you must do this, and avoid doing that/* 

Strong states were in demand, and the mercantilists, 
practical men confronted with practical problems, Wiue 
concerned with the means whereby the State could be 
made strong. In the somewhat hackneyt^d phrase of 
Schmollcr, Mercantilism is merely state- making 

although it should be added that it is state-making on tlie 
economic side. From this analysis then* follows luither 
a consideration of the highest impoitancc' in <‘xplaining the 
varying shades of mercantilist doctiini*. Mt^u'antihstu was 
never more than a means. The true end was political 
in its character— the creation of a strong state; Ifeican- 
tilism was the sum total of the means on the economic 
side, appropriate to the attainment of this end. But while 
an end may be absolute, it is of the essence of means * ^ ^ 
that they should be variable according to tune aiu! ^ ^ 
circumstance; and Mercantilism, in its various phases, 
reveals such variety. 

These considerations explain the essential kernel of 
Mercantilism; they do not explain the particular forin*'*f ^ 
which mercantilist doctrines assumed. To cany the 
analysis to this further point, two further elements in 
the problem must be invoked. The first centres in the ***^*^' 




perpetual neediness and indigence of the prince; the 
second lies in the reactions, immediate and more remote, 
on European financial conditions occasioned by the dis** 
coveries of the precious metals in the New World. These 
two causes, mingling together, give Mercantilism its most 
characteristic outer features. 
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r ‘ The King in his capacity of father of his people, the 

responsible custodian of the national interests, had 
perforce to incur heavy and onerous expenses. So long 
as there still remained in the air vagtie memories of the 
pleasing tradition that ** the King should live of his own/' 
taxation inevitably lagged behind the needs of the situa- 
tion. That the King should live of his own implied that 
he should live as other barons did, on the revenues of 
his private estates. It was indeed a relic of the time 
when he did not differ materially from other barons; but 
the doctrine was incompatible with the new conditions 
when the King was the defender of the safidy and the 
welfare of his country. In short, taxation, which in an 
earlier age had spasmodically supplemented the King*$ 
private revenue, had of necessity to be regularized and 
become permanent. Old wars might have been waged by 
^ of payment in 

^ V kind; the new age of standing armies was at hand, and 

^ this required money. Indeed pecunia nervus belli 
became one of the accepted maxims of the age. For all 
the purposes of government, the King required a revenue, 
4 ^ thought of in terms of money, a steady and calculable 
'fr'''‘'^’^'^|Tevenue, unfortunately also an increasing revenue. How 
to increase this revenue became the first thought of those 
concerned with public policy. 

Xy I The possibility of securing a revenue by taxation was 
'itself, however, one of the indirect consequences of the 
’geographical discoveries, and in particular of the dis- 
covery of America. What first commended the New 
World to the European was its promised store of precious 
jpetals. The influx of silver rapidly revolutionized the 
trade, commerce, and the finance of Europe. The con- 
sequence of the new discoveries of silver on the European 
price-level is one of the most familiar exemplifications of 
that dowdy platitude, the quantity theory of money. 
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But more important than the nominal rise m the pnce of * ^ ' 

hens and sheep is the fact that the influx of the precious ' 

metals over a large part of the field resulted in the transi-i^^i 
tion from a natural economy, based to a considerable ? ^ 

extent on barter and the feudal ideal of services in kind, ^ ' 

to a money economy. Taxation is no easy matter in a 
natural economy; when all things arc thought of in terms ' 

of money, and when money is effectively used in all 
transactions, the possibilities of taxation are enormously 
facilitated. In an age when the engine of regular taxation 
was thus newly fashioned, the administration of thc' King's, 
or the State's, affairs became more akin to a mfrduint's 
business. There was expenditure and there was income, 
bofh thought of in terms of money. Increased power 
rested on the attainment of a balance of revenue over 


expenditure, and thus inevitably the possibilities of ^ 

increasing the sources of revenue were assiduously / 
explored. 

Wealth, as the source of a nation's power, above all ^ 

visualized as money — that form of wealth which endures, ^ 

which 'is* adaptable to all ends, which can be made to 
fetch and carry at command — had thus come into respect. 

But the picture would not be complete without some ^ ^ | ^ 

reference to the correspondingly changed view of the I 

individual. Not merely was the State directed to the |i^ii 

pursuit of wealth and the discovery of the sources of 

wealth, leading among other things to colonial acquisitions 

and colonial rivalries, the individual likewise was liberated \ 

from the restraining abstemiousness and asceticism which \ 

had marked the finest thought of the Middle Ages. Not 

so long ago it had been sinful, or at least perilous, to 

accumulate wealth— perhaps because in what was m 

largely a natural economy it had been so difficult ***>/(** »*# 

indeed unnatural " to do so. In a money 

the accumulation of wealth became meritorious and to 
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some inevitable. Hitherto it had been held that a 
merchant could hardly be pleasing to God; now the proof 
bf the pudding was in the eating thereof, and if merchan- 
|ise yielded a profit, it was ipso facto justifiable and 
justified. On this side also deeper causes were operative. 
fAi* The Renaissance on one side was a fiank bubbling up of 
^ » ^^1^4 -delight in the enjoyment of life. Rabelais, peihaps more 

\ (,^than any other, sums up the spiiit of the Renaissance. 
4 Waiving his philosophy, his name recalls vast uproarious 
laughter, unashamed delight in eating and drinking and 
whatever else may minister to a stuise of satisfaction 
that it is a good thing to be alive. It is a far cry 
from St, Thomas Aciuinas to that RalxTaisian Abbc^y 
the Theletniles, living ioyfully under the mc^tto: 
ce que vouldras/" Here indeed is the ideal cd 
4/^ reckless individualism, so maikcdly at variance with 
< the mediaeval ideal of an individual swallowed up in his 

- f class, with duties and obligations imposed upon him by 

his status in life. 

The Reformation in certain of its aspects doubtless 
encouraged a spirit of asceticism, but it was an asceticism 
[ which no longer viewed with horror the accumulation of 

j f wealth. Ma?c Weber indeed has familiarized us with the 

1 idea that modem capitalism has its roots in Calvinistic 




Protestantism, particularly in its Calvinistic 


4£ama^ 


form, is essentially individualistic in its outlook. Salva- 
tion is a matter between each individual and his Creator, 
even t&ough the ultimate decision may be rather a one- 
. sided affair. But Calvin, or so Weber would have us 
» believe, laid down in the economic sphere two cardinal 
^ c injunctions; firstly the duty of working assiduously in 

secondly the duty of refraining from 
pleasurable consumption of wealth. The only posable 
i.foCb.^iiT^^'^tcome of unrestrained activity, combined with a self- 
denying refusal to enjoy the fruits of that activity, is 

If, 
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an accumulation of wealth. Indeed increased substance 
came to be I’egarcled as a special sign of divine favour, 
and thus it was possible to grow rich to tlic greater 
glory of God. It is impossible here to consider the 
element of truth in Weber's thesis; it is sutheient to note 
that Protestant asceticism, unlike mediaeval asceticism, 
so far from being hostile to the accumulation of wealth, 
tended rather to look upon it with favour. 

These last considerations are perhaps on the fringe of 
our subject. But enough has been said to indicate that 
in the transition from the Middle Ages to the modem 
period, a multiplicity of causes tended to re-create Europe 
as a family of centralized states, living in uneasy rivalry, 
^ch struggling to be strong against possible competitors; 
that the conditions of the time attached a new importance 
to wealth, and that as the individual could now 
unashamedly pursue wealth, so also the State saw in 
w^lth the secret of strength. Out of these conditions 
Mercantilism arose. 


II. General Outline of Mercantilist Doctrine and Devices 

It has been wisely noticed as worthy of remark that none 
of the mercantilist theoreticians approved of all the expedi- 
ents which are ordinarily embraced under the designation 
of Mercantilism. The complete mercantilist, in fact, never 
existed. Even if, for this reason, any general statement 
of mercantilist views is apt to mislead, it may nevertheless 
be convenient to attempt something of the nature of a 
composite photograph of the mercantilist mind, it being 
clearly premised that this represents the views not of any 
individual mercantilist, or of the mercantilists of any 
particular country, but rather the general type to which 
mercantilists everywhere in greater or less degree tended 
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to conform. One other caveat is necessar}^ Mercantilism 
was pre-eminently rooted in practice. Although, particu- 
larly in England, the movement is reasonably prolific in 
theoretical exponents, it is noticeable that these came 
rather late in the day. In its origins and by its very 
nature, Mercantilism was anything but a system it 
was primarily the product of the minds of statesmen, civil 
servants, and of the financial and business leaders of the 
day. It follows also that in its earlier and cruder mani- 
festations, Mercantilism is frequently best discovered as 
an inference from the terms of an Act of Parliament, in 
an obiter dictum inserted by a garrulous Parliamentary 
draftsman in the preamble of an Act, or iii a memorandum 
or State paper, dealing with a specific administrative 
problem. Any attempt to state generally the essence 
of Mercantilism must be read in the light of these 
reservations. 

Fundamental for the mercantilist was the strength of 
his country. This was the end to which all means were 
subservient. Moreover, in considering the prosperity and 
the strength of his country, the true mercantilist had | 
always at the back of his mind a comparative standard. 

His country was engaged in a race with other countries, 
and in this race it must not be a loser. When the 
mercantilist came to look for a test of strength, he found 
it in the wealth of his country — above all in that portion 
of wealth which consisted of the precious metals. Herein, 
in a sense, they transferred to the State an idea which is 
entirely appropriate when applied to the individual cifken. 

The difference between a man of straw and a man of 
substance, between the man who can do and get what he 
wants and the man who cannot, can best be ascertained by 
consulting the banker who keeps their accounts. So also 
by a transference of ideas more permissible then than now, 
the king who could support a large army and maintain a J 
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powerful navy was the king who had behind him the 
treasure necessary for the puiposc, that pecunia nemm 
belli. Hence the mercantilist attached preponderating 
importance to treasure and bullion as the most endmiiig, 
the most useful because the most generally acceptabk% 
form of wealth. Adam Smith, who rathcT made the 
mercantilists a classical example of clotted economic non- 
sense, is responsible for the view so long prevakmt that 
they confused money and wealth. Here Adam Smith was 
less than just. Despite incautious statements, it would 
probably be truer to say that they regarded monc‘y and 
bullion as the sign of wealth; and also, at least among ihv 
more enlightened, that they regarded the prc'cious metals 
as beneficial because of their power to stimtalate the 
economic activity of the country. 

Assuming that bullion is in some sense wealth par 
excellence, how is a country to get it? If it has mines, or 
can acquire plantations with mines, well and good. Its 
task, then, is merely to prevent the silver and gold from 
flowing to other countries^ — ^if need be by ‘'sanguinaiy 
laws,'' to use Adam Smith's phrase. But if a country 
has no mines, the desired silver and gold can only be 
obtained as the result of trade, and the whole trade of the 
country must accordingly be so ordered and conducted 
that as a result of its operations gold may come into the 
country. It is familiar doctrine that in respect of its 
exports — what a country sells to others— a country must 
receive payment, which will ultimately be in the form of 
silver or gold; on the other hand, what it buys in the 
form of imports will have to be paid for. In a most 
rudimentary form of the equation of indebtedness, exports 
represent money coming into the country; imports repre- 
sent money going out. In order that the supply of bullion 
in the country may increase, it is therefore necessary that 
there be a favourable balance of trade/ ^ represented by 
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an excess of exports over imports, leading in its con- 
sequence to a balance of payment being due to the 
country. It is an easy further step to consider that the 
trade with any country should be cherished or dis- 
couraged* accoiding as that trade, viewed in isolation, 
tends to render the balance favourable or unfavourable; 
and it is likewise easy to conclude that all exports are, in 
the nature of things, good and desirable, whereas all 
imports are evil and damnable. It was thus a primary 
principle of the t^^pical mercantilist to maximize exports 
while minimizing impoits. 

While the conception of the balance of tiade lias 
become popularly almost synonymous with Mercantilism, 
the consequences of the doctrine were no less important 
than the doctrine itself. For if exports are to increased, 
then every lawful industry which produces goods meet for 
exportation calls for encouragement. So also, if imports 
are to be restricted, then we must make shift to do without 
foreign wares, or alternatively we must, out of our existing 
resources, contrive to supply ourselves with what woulcl 
otherwise have come from abroad. The country must be 

a hive of industry, primarily with a n eye op t!ie...,p e^s of 

othfilXQjaBj^ There must be no waste; preferably there 
^ ought to be a certain austerity of life, so that there may 
be more for export. Complete use should be made of all 
the resources of the country. In a sense the nation's life 
should, in current jargon, be rationalized,” so that 
no economy may be missed, no opportunity for gain 
neglected. 

A further consequence of the importance attached to the 
balance of trade lies in the fact that it naturally led in 
the mercantilist doctrine to a hierarchy of occupations. 
Least important was agriculture. Agriculture, it is true, 
might feed the population; intensive tillage of every waste 
strip, especially if exotic crops like tobacco were raised, 
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might render certain imports unnecessary. But in itself 
agriculture, as is indeed true of all domestic trade and 
industry, brought no money into the country, and there- 
fore on the cruder mercantilist theories did not increase 
the country’s wealth. More important were indusliy and 
manufactures, where a definite excess could be created for 
the satisfaction of the needs of other countries, and the 
sale of which, therefore, was pure gain for the countiy. 
Most important of all, however, was trade. If a former 
age had doubted the acceptability of a mei chant in the 
sight of the Almighty, the meichant had now come into 
his own, and was become the head-stone of the corner. 

Such was the mercantilist progiamme and the mercan^y^^ 
tilist point of view; equally significant was th<‘ machintTy 
whereby that programme was to be canii‘d into elfect 
For in all their schemes the mercantilists l(X>ked to a 
benevolently paternal government, assumed wise enough ‘ 
to interfere everywhere. Mercantilism was a policy 
ubiquitous and perpetual governmental activity. There 
was nothing the Government might not do; there was 
nothing it ought not to do, if thereby 'its activity was#j 
calculated to promote the general well-being. In regard " ^ 
to the primary matter of restraining imports and encoiirag-^ j 
ing exports, the machinery was obviously at hand in the 
form of import duties to keep out foreign goods, and*^*?, 
bounties to encourage exports. But when it comes to the 1*^ 
remoter stage of encouraging enterprises which in their 
consequences will lead to a healthier balance of trade, no 
limit can be assigned to the list of expedients devised or 
prescribed. Thj^ issue of patents of monopoly in respect 
of the introduction of new processes, the direct importa- 
tion of foreign workers in order to establish a new 
industry, the fixation of prices and wages (partly in the 
interests of production), the whole series of devices to 
encourage shipping and the Navy, of which the Naviga- 
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tion Acts are the most familiar and the prescription of fish 
days the most curious, the creation ot privileged trading 
companies, the foundation of plantations in older to secure 
supplies of raw material as well as a market for the 
finished commodities — such are only some of the more out- 
standing examples of Meicantilism in piacticc, of devices 
tending to the greater glory of the King and the increased 
strength of the Realm. So, too, in certain of its phases, 
Mercantilism tended to incoiporatc a d(‘tmite policy with 
regard to population. For increased population does, or 
" should, mean both an increase in the pot(‘ntial number of 
, ^soldiers and sailors and an increase in the number of 
productive woikers; and consequently <*ncouragements to 
I increased population can almost claim to be an essential 
part of Mercantilism. 

In its view regarding the functions of government 
activity there is an obvious kinship between Mercantilism 
and State Socialism. The mercantilist regarded the State 
as the appropriate instrument for promoting the well-being 
of his country. Moreover, in his view the country was 
regarded as a unit; there were national interests to be 
promoted, quite irrespective of the interests of particular 
^ sections or individuals. Indeed, the interest of the State 
might be in conflict with that of the individual, and in 
such a case obviously the interest of the whole was to be 
preferred. Mercantilism thus endeavoured to take a com- 
prehensive view of the needs of society, and looked upon 
the State as the appropriate administrative machine to 
secure the satisfaction of these needs. 

Until recently the mercantilists have suffered from the 
cloud cast over them by Adam Smith, Lately there has 
been a disposition to treat them with greater respect, 
Tliey were certainly not such consummate fools as was 
apt to be assumed in the middle of the nineteenth century. 
The rather harsh traditional judgment rests on two mis- 


MERCANTILISM 


79 • 

inteipretations, firstly that the balance of trade theoiy ^ 
represented substantially the whole of their aims and ^ 
doctrines, whereas in fact this was but one aspect ot a 
larger and more comprehensive policy; and secondly, that 
they were guilty of the folly of Croesus in thinking that f 
wealth consisted in gold and silver instead of the things^'^^^ 
that gold and silver could bring. A fair intc‘r|>relatic>ii 
would probably be that they valued gold and silver as the 
avenues by which power and strength were to be attained C*" ^ 
and a final judgment, moreover, should take into con- 
sideration how far their views were justified by the 
circumstances of the time. Yet, even so, they can 
scarcely be entirely acquitted of the suspicion that at 
times they confused the means and the end, an<l wiote as 
if bullion were possessed of some magic c(ua!ily which 
made its acquisition the only woitliy end of Uiitkaial 
policy. On two other grounds also criticism is permis- 
sible. In witnessing their intense desire to increase the 
national productivity, their zeal to make the best use of 
everything, one sometimes gets the impression that they 
regarded wealth, and labour that results in wealth, as the 
end to which man's existence is subservient. In bustling 
too much, one forgets that the purpose of labour is rest, ^ 
that wealth exists to be consumed, that man's chief end is * 
to glorify God and enjoy Him for ever. The second 
obvious line of criticism is that the mercantilists never 
thought out their theories to a logical conclusion. It 
was of the essence of their view that what one country 
gained, another lost; the idea of a mutually advantageous 
trade eluded them. The device of the favourable balance 
of trade was intended to ensure that it should be the other 
country that should lose. But clearly ail countries could 
not have, in the mercantilist sense, a favourable balance 
of trade simultaneously. It was a device which all sought 
to practise, but which nevertheless could not be general 
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ized. So also it is doubtful whether they ever asked 
themselves what would happen in a country which, in the 
delectable phrase of the Scottish Parliament, should find 
itself stuffed with bullion '' as a result ot the applica- 
tion of m(‘rcantilist expedients, or what measures could 
cffc^ctively be taken to prevent the stuffing from coming 
out. But this is merely to say once again that tlie 
mercantilists were practical men and not a school of 
economists. 


Ill* Four Repfe«»entative Mercantilists 

The previous section has perhaps b(‘en concerned with 
an attempt to define an unreality, to wit, the complete 
mercantilist who can only be imagined as resulting from 
the fusion, into one personality, of many mercantilists, 
each stressing different aspects of the problems of his age. 
It may be convenient to supplement this general composite 
representation by a brief reference to four typical mercan- 
tilist writers, representing four different nations. The 
authors so cited are not, however, to be regarded as 
necessarily the leading mercantilists; others with equal 
appropriateness might have been hailed for the purpose. 

^ They are merely examples from a cloud of witnesses, 
summoned to give precision to the foregoing account. 

Montchretien v i 

From France a convenient representative may be found 
in Antoine de Montchr^lien' (1576-1621), who in 1615 
dedicated his Traicti de YCEconomie Politique to the King 
and the Queen Mother. This work derives a slight 
additional interest from the fact that it represents, so it is 

^ Born at Fallaise about 1576; led an adventiirmis life, 
punctuated by duels. A tragic poet and a manufacturer of 
hardware. Shot in a kind of battle in 1621. 
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said, the earliest use of the phrase Political Econom}^'' 

But let no one, beguiled by the title, imagine that he will 
here encounter a treatise on Political Economy in the 
modern sense. It is really a survey of the industries of 
France, inspired by an exuberant and ebullient patiiolisin, 
and interwoven with much advice to the King on how 
matters may be improved. The book is divided into 
four parts, in which successively the author deals with 
the manufactures, the commerce and the navigation of 
France, and lastly of the '' principal cares of the Piince. 

Of the industries surveyed it is remarkable, and not wholly 
characteristic of mercantilist thought, that ngn‘rultiiO‘ 
appears first. Indeed he writt'S here with scumdhing of 
Physiocratic enthusiasm. Agiiculture-^and hc^ appcMls to 
Aristotle and Cato — is to be regarded as the beipuning of 
all wealth;'^ if agriculture is depressed, it is not due to tlu' 
infertility of the soil (a suggestion which would imply 
disloyalty to France) but to the poveity of the labourers, 

But, despite this, it is clear that Montchnhien*s real 
interests are engaged elsewhere in the other industries 
which he discusses. 

The first point of general interest in Montchr6tien— and 
^ here he is in the true mercantilist tradition- lies in the 
importance which he attaches to the principle that every* , 
one should work, and in his antipathy to all kinds of 
idleness. Man, he says, is born to live in continual 
exercise and occupation; the policy of the State should be 
to secure that no section of the population remains idle.® 

As a result of Eve*s remote offence, labour is imposed on 
us by a right of succ(‘ssion, so that life and labour are , , 
inseparably united. He never fails to react to the word ^ ^ 
FoysmU with constant varying phrases of moral indigna- ^ 
tion. Men reduced to doing nothing are easily induced 

* ‘Rearint of 1880, edited by Funek-Brentano, p, 41. 

® Ibid , pf). at -22, 
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to do evil; idleness corrupts the vigour of men and the 
chastity of women. Idleness is a fatal pest to rich and 
flourisliing states; it is the mother of all vices and the 
cause of all sins.’^ Thus for Montchrdtien, prosperity and 
morality alike demand the intensity of the bee-hive. If 
the happitiess of man consists in wealth, then wealth 
J'yonsists in labour. 

* ' ' The second general characteristic of Montchr^tien is, on 
^the lyrical side, a glowing enthusiasm for France, which, 
when MontchrCdien forgets that he is also a poet, becomes 
tainted with a rather rigid and chauvinistic exclusiveness. 
The object of the rulers of France, dowered as France is, 
should be to make the country rightly regarded as 
' incomparable. A proud self-sufficiency is his ultimate 
mm. For France is a world in itself. En un mot, la 
France est un monde; qui Fa toute veue, a tout vcu ce 
qiii se pent voir;'''** and it follows from this proud boast 
that it can dispense with what it receives from neighbour- 
ing countries; but neighbouring countries can in no wis(* 
do without her; it has infinite wealth, known and to be 
known. ^ 

A country which is thus a world in itself ought to be 
in a position to maintain her children; being bom in 
^ France, it is right that they should live there, but this 
they cannot do, if they lose their means of subsistence.^ 
Much of Montchr^tien's volume tends to be a dirge on the 
familiar theme of trade lost to the foreigner, who is 
represented as in process of strangling the industries of 
France* He enlarges on the unrestrained liberties which 
foreigners enjoy in France, compared with the restrictions 
imposed in the contrary case. His ideal, indeed, 
approaches the geschlosimne Hmdeksiaait except in so 


^ Bee, e.g., Ibid., pp. 6$, 74, xoi. 
a p. 33, ^Ibid., p, 24* 

® Ibid,, p. X47, ® Ibid,, p. 73. 
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far as France may be able to export out of her pure super- 
fluity. The arguments are on the usual lines — tlie folly 
of having made by another that which one's self can 
produce, the evil economy of spending one's substance 
on what can be obtained by one's efforts. The argument, 
though not peculiar to Montchr<5tien, is put by him with 
unusual vigour: 

'' Premierement, je represente a vos Majestcii que toute k 
quinquaillerie, k la fabrique de iaquelle sent occupez, taut 
dedans que dehors le royaume, non des villes setiies, mais 
des provinces entieres, se pent fairc abondammenl ct k 
prix tres raissonable dans le pays de vos Seignt‘uri(s, que 
d'y en admettre et recevoir crestrangen^ eVst oter la vie 
k plusicurs millicis de vos subjects dont ceste industrie est 
rheritage et ce travail le fonds do leur revenu; e'est 
diminuer d'autant vostre propre richesse, Iaquelle se fait 
et s'augmente de celle de vos peoples. 

On this he accordingly exhorts the King: '' Faites-nous 
done jouissance du fruict de nostro industrie; e'est k dire, 
rendez nous k nous mesmes." Such is the ideal of proud 
national self-sufficiency, and Montchr^tien in his appeal 
does not disdain what would now be called sob-stuff, by 
invoking '' the tender sighs of the women and the pitiable 
cries of the children of those whose labours have suffered 
from foreign competition."^ 

For Monchrdtien, the foreigner is in the main a person 
given to fraud and guile. Specifically "whatever 
foreign corrupts us."‘^ In particular, foreign books /X: 

"poison our spirits and corrupt our manners," : 

therefore their importation should be prohibited.^ Indeed I 

Montchr^tien approves of a vigorous all-round national 
exclusiveness, hinting at a divine ordinance which has 
assigned to the inhabitants of any area the use of the 

* BkI,, pp, 51-52. ^ Ibid*, p* 24f. 

* Bifl., p. 73* p. 02* 
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elements and the goods which it produces* Further, he 
cites with admiration the example of Lyons, which acted 
on the principle that each town should have something 
particular and in leserve lor its own children, in order 
that it may help them.'*^ Monichretien is thus a stout 
<iefeuder of the maxim which enjoins upon us the expedi- 
t*ncy of rendering to our own sea-maws their ancient and 
^ prescriptive dues. 

On sonic other questions Montchn^tien shows a departure 
from the mercantilist norm. Ilis schemt* of things would 
be almost destructive of intei national tiadis and there is 
^ fih (A theiefore little, it anything, of the doctrine of tin* l)alattCi‘ 
i4v ^ Montchietien. Likewis<‘ he appreciates the 

I importance of internal trade, and in one place he argues, 

! and doubtless with truth, that no country could excel 

I France in happine.ss and wealth and glory, if it could only 

I keep the whole of its internal trade to itself, and restrict 

I its foreign trade to the export of what it produced in 

1 superabundance.^ He approves of the doctrine que 

I Fun ne perd jamais que I'autre n'y gagne,'''^ but draws 
from the maxim the inference that in domestic trade 
between citizen and citizen, there can be no loss for the 
public such as he fears may result from foreign trade. 

* Varying the familiar analogy which finds in a national 
j ! debt a transfer from the right trouser pocket to the left, 

, I domestic trade is like a man with a jar in each hand, 

pouring a liquid from one to the other. Foreign trade is 

I I 3^. i thus for Montchr6ticn something of a snare and a gamble; 
I t » it may lead to loss, and from this danger domestic trade 

at least is free. 

From all this it naturally follows that the bullionist 
aspect of Mercantilism is less prominent in Montchr^tien. 
^ He approves, it is true, of the old dictum that money is 

f the ''nerve of war/* and adds on his own account that 

I ; ^ Ibid., pp. 114*115. ^ IMd», p. 146. ^Ihid., p. 161. 
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gold has often been shown to be more powerful than iron*^ 

But he never loses his head on this aspect of the question, 
and there is one remarkable passage — it is trae a some- 
what isolated passage^ — ^in which he seems to fly in the 
face of all mercantilist orthodoxy: '' It is not the abun<l- 
ance of gold and silver, the quantities of i^earls and 
diamonds which make states rich and opulent; it is the 
conveniency {accomo element) of things nect'ssary to life, 
and fit for wearing; he who has more of these has mon* of 
wealth/' Then after contrasting the position in the time 
of Charles VI, when, if moiny was scarcer*, pn<H*s wctc* 
lower, he adds: It is true we have hc*rome mote 

abundant in gold and silver than our fathers wwt; but 
we arc not therefore moie comfortable and more rich/'- 
It is such a passage as this that reveals the fatuity of 
endeavouring to make the mercantilists conform to a type. 

Montchr 6 tien, in short, is the rather repellently patriotic^,^*^ ^ 

patriot, contemptuous of other peoples. His vision is.ft ^ , 1,^ 

that of the isolated state, with France in acknowledged t ^ . 

supremacy, supplying all her needs, and having in addi^Vd /> 
tion something left over for export, so that trade represents H ^ ^ 

a system of one-way traffic. Domestically all are to workji t % ^ 

and work incessantly; idleness is to be banished to foreign t % c, 
parts — where presumably it will do no harm. ^ ^ .C * 

Thomas Muti 

Of the innumerable company of English mercantilist 
writers and pamphleteers, one has, by common consent, 
a pre-eminent claim to be chosen as spokesman of the 
somewhat heterogeneous group. It is not merely that 
Thomas Mim‘^ {T57X-X64X) approaches most nearly to a 

* pp. i4X"r42* ^ Jtbid,, p i|i. 

» Born in London, 1571; engaged for most of \m life in 
cantile affairs in connection with Italy an<! the A inemher 

of the Committee of the East India Company. Died 1641. 
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systematic statement of mercantilist principles; of no less 
importance is the fact that he wrote at a time when 
Mercantilism was yet scarcely exposed to the <lisintegia- 
ting forces which made the mercantilist of the middle and 
later periods in some respects anticipatois of a moTe liberal 
policy, Mun is perhaps the nearest approach to the 
perfect mercantilist; yet even he was nnncTessarily 
conscious of heterodoxy, and is at times involved in those 
contradictions which are inevitable in a school, one df 
whose characteristics it was to refuse to push their 
thoughts to their logical conclusions. 

Mim*s book was written tor the !)etter upbringing and 
instruction of Ins son, and it only appeanxl postlmmously 
in 1664. Its very title is a condensed summary of 
JMcrcantilism : England* s Treasure by Forraign Trade, or, 
The Ballance of Our Forraign Trade is the Rule of our 
Treasure, His opening statement, after he settles down 
to business, gives a precise statemtmt of the theory of the 
balance of trade in its least compromising form. To 
increase our wealth and treasure we must ever observe 
this rule: ''to sell more to strangers yearly than we 
consume of theirs in value. This rule, moreover, will 
give us a precise index of the amount of precious 
metals entering or leaving the country. If exports are 
£2,200,000 and imports £2,000,000, 

" we may rest assured that the Kingdom shall be enriched 
yearly two hundred thousand pounds, which must be 
brought to us in so much Treasure; because that part of 
our stock which is not returned to us in wares must 
necessarily be brought home in treasured'^ 

I 

Such being the situation, the secret of accumulation lies 

\ in choking off the imports and in the encouragement of 

I England's Treasure, chap. a. ® Ibid., chap. a. 


I 


MERCANTILISM 87 

exports, and the most valuable chapter in Mun is that 
in which he proceeds to enumerate twelve methods 
whereby these so desirable ends may be attained. Tliis 
chapter (No. 3) is really a complete catalogue of mercan- 
tilist devices, as these were apprehended at the time when 
Mun wrote, and the programme he outlines gives so 
luminous an account of Mercantilism in its robu.ster days 
that it may be permissible to reproduce the main points of 
his programme. 

Firstly, Mun recommends the cultivation of waste 
grounds (which he lashly says are infinite) in such a way 
as will not interfere with the revenues derived from 
already cultivated lands. Thus hemp, flax, coidage and 
tobacco could be grown and the corresponding imports 
cut off. 

Secondly, we should soberly refrain from excessive 
consumption of foreign wares in our diet and raymemt 
also from unnecessary change of fashion, ** which vices 
at this present are more notorious amongst us than in 
former ages/' 

Thirdly, with regard to exports, '' we must consider 
our neighbours* necessities.** Where they cannot get else- 
where the wares they require, we must sell tliem as dear 
as possible; but if they can supply their wants elsewhere, 

we must in this case strive to sell as cheap as possible 
we can, rather than to lose the utterance of such 
wares.** 

Fourthly, the value of exports could be increased by 
confining these to our own ships, as then we should 
gain not merely the price of our wares, but also 
the merchants* gains^ — ^thc invisible exports of modem 
theory. 

Fifthly, by frugally expending our natural wealth, we 
might have more left for export. If we insist on being 
prodigal, it should be with the manufactures of our own 
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country, so that the poor may be employed. This, how- 
ever, Mim clearly regaids as only a second-best; it would 
be still better if ihc poor weic employed for the use of 
stiangers. 

SixMy, the fishing in the adjacent seas should be 
developed, instead of allowing the Dutch to serve many 
places in Christendom with our fish. 

Seventhly, a Staple, for the encouragement of the 
entrepdt trade, should be established, making England a 
distributing centre, thus increasing shipping, trade, and 
the King's customs. 

Eighthly, Mun recommends, in curious contrast to 
Smith later, that we should especially cherisli trade with 
far countries. The reasoning is curious and fallacious; 
if pepper is 2s. the pound in London, it may be 20d, at 
Amsterdam; but the merchant may get it in the East 
Indies at 3d,, ** which is a mighty advantaged* 

The ninth device Mun regards as a heresy in himself, 
and therefore postpones it for further consideration; it is 
that in certain cases it would be beneficial to allow the 
export of money itself. 

The tenth and eleventh points are akin. Mun recom- 
mends that manufactures of foreign materials (velvets, 
silks, etc.) should be allowed to be exported free. This 
would furnish emplo3maent, increase exports, and by 
encouragement of imports with a view to manufacture, 
would increase His Majesty*s Customs. So also native 
commodities should not be burdened with too great 
customs, lest their enhanced price diminish their sale 
abroad. Logically, of course, this would lead to a system 
of bounties to encourage exports. 

The twelfth and last injunction is vague and comprehen- 
sive; it is that we must endeavour to make the most we 
can of our own/* Such is Mun*s programme, and it will 
be seen that taken in its entirety, it represents a policy of 
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abstemious frugality, shunning all waste, and despising 
no opportunity of gain; leaving it to the foreigner to enjoy 
life, provided we enjoy the turnover. 

All of this, except the ninth point, is of the mercantilist 
scheme of things. On the question ot the exportation of 
money, Mun recognizes that his view is contrary to tlie 
common opinion; his argument in favour of allowing 
money to go is, briefly, that '' money begets trade and 
trade encreaseth money. He argues— and here true 
Mercantilism begins to crumble— -that merely keeping thc' 
money in the kingdom will not make a quick and ample 
trade; that depends on the need other countries liave for 
our wares. Indeed, ho realizes that abundance ol money 
raises prices, and dear wares declim' tlu‘ir use and con- 
sumption,'* thus leading to a diminution in ihe volume of 
trade. It is therefore necessaiy to have faith that our 
moneys sent out in trade will come back again in 
treasure. 

Like all mercantilists of yesterday and to-day, Mun is 
scathing in his condemnation of the idleness of his 
countrymen, contrasted with the industry of the foreigner. 
For him, the Dutch were, morally, the good boys of 
Europe. In contrast with them 

we leave our wonted exercises and studies, following our 
pleasures, and of late years besotting ourselves with pipe 
and pot, in a beastly manner, sucking smoak, and drink- 
ing healths, until death stares many in the face."® 

Not thc least interesting point in Mun is that <wen here, 
in the citadel of Mercantilism, there are signs of dismem- 
berment. Thus in contradistinction to the rigour of the 
programme outlined in the third chapter, later on he will 


* Ibid*, chap. 4. 


* chap. 19. 
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not allow all kinds of bounty and pomp to be avoided. 
If we use few or no foreign wares, 

'' how shall we then vent our own commcKlities? what will 
become of our Ships, Mariners, Munitiorjs, our poor 
Artiticeis and many others? doe we hop(‘ that other 
Countreys will afford us money for All our waies without 
buying or bartering for Some bf theirs? 

These are indeed searching questions! 

And on another equally fundamental point he says this : 

‘'For although Treasme is said to be the sinc‘ws of the 
War, yet this is so because it doth provide, unite and 
move the power of men, victuals, and munition where and 
when the cause doth require; but if these tilings be wanting 
in due time, what shall we then do with our mony? 

** What shall we do with our money? What indeed? 
This, some would suggest, is precisely the question which 
the mercantilists refused to answer, and which they could 
not have faced without devastating effects on their scheme 
of thought. On the other hand, that such a person as 
Mun gets so far as to ask the question may also indicate 
that the mercantilists were not quite so muddle-headed as 
has frequently been assumed. 

It is not possible here to consider representatives of later 
English Mercantilism; but even at the risk of repetition, 
it should be again emphasized that, increasingly, although 
the postulate of national power remains, there are doubts 
and divergencies from the original mercantilist system of 
thought. Thus Josiah Child (1630-1699), after correctly 
defining the mercantilist conception of the balance of 
trade, refers to the practical difficulties of ascertaining 
what that balance may be, and concludes that the whole 
conception is too doubtful and uncertain as to our 
general trade, and in reference to particular trades fallible 

* Ibid. chap. 15. ® Ibid., chap. 18. 
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and erroneous/' For him the best test is to be found 
in the volume of trade as revealed in the increase of 
shipping, and the greatest stimulator lies in an abatement 
of the rate of interest. 


Serra 

To spread the net wider, one earlier mercantilist from 
Italy may be glanced at. Like Mun, Antonio Serra 
epitomizes the mercantilist creed in the title of his short 
pamphlet, published in 1613 under the title: A Brief 
Treatise on the Causes which can make Gold and Silver 
Abound in Kingdoms where there are no Mines.^ Serra 
begins by assuming as a proved pro]>osition tlie impor- 
tance of a kingdom abounding in gold and silver, the 
contrary belief being indeed an indication of doubtful 
sanity. Apart from those blessed countries which possess ^ 
gold and silver “ naturally/' the presence of the precious , ^ 
metals is due to collateral causes. Certain causes may be i 
peculiar to a given country, such as its situation; other- ** ^ 
wise Serra finds four main factors to which the presence 
of gold and silver may be attributed. These are the 
quantity of industry, the quality of the population, exten-* 
sive trading operations and the regulations of the 
sovereign. With regard to the first point Serra gives 
reasons for the mercantilist's preference of industry 
agriculture. Firstly, it is safer; the artisan is more sure 
of a profit than is the peasant. The peasant depends onj^^ f 
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The whole pamphlet will be found in the EconomUH dd Cmqm 
et Set cento, edited by Gras^iani. The only fact that appears to 
be known with regard to Serra is that his celebrated tract on 
how to secure an abundance of money was written in prison 
(in 1613) while Serra was undergoing sentence for coining, Or 
is this addition to the legend merely the happy invention of a J . jj ' 
later humorist? * > 
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But in ixidustry there is always a certainty of gain, 
provided labour is expended/' To-day this sounds rather 
f "^naive. Secondly, although of course he docs not use the 
i phrase, industry is subject to increasing returns, whereas 
agriculture is not. Industry can always be nniltipheil 
two-fold or two-hnndredtold, and with pioportionati'ly 
^ less expense {con minor proporzionc di spem). T!u^ third 

^ reason is that industry has a sure market. Produce is 

.ft I # ditlicult to keep; but the fruits of industry can be 

preserved for a long time. They can therefore be held 
up for a better market, or expoited. (Serra was not 
familiar with the canning industry.) Lastly, there is more 
f.T -profit in industry than in " produa-." Tlu* other causes 
‘—leading to abundance of gold and silver may bi* disposed 
of summarily. The inhabitants must be diligent, eager 
to build up trade, without as well as within the country. 
The country should possess a great trade preferably in 
the produce of other places rather than its own. On the 
fourth cause, the regulations to be made by the sovereign 
— the essential point of Mt'rcantilism in operation- - Serra 
is feeble. It may be honest, but it is not helpful to say 
that ‘‘it is not easy to know how to arrange this factor 
well,” or that it is necessary to attend to more than one 
cause, since the same cause may produce different effects 
in different cases (as a light whistle rouses dogs and quiets 
horses). Such instnictions are hardly calculated to 
produce the great civil servant. When the Chancellor 
of the Exchequer whistles lightly, who are the dogs and 
who are the horses? 

Much of the remainder of Serra 's pamphlet is occupied 
with a consideration of the reasons which mak<> gold an<l 
silver abound at Venice, and why, on the other hand, 
Naples is poor; also— a characteristic of Italian Mercan- 
tilism— with questions relating to rates of (-xchange. It is 
perhaps noteworthy that, like Mim, S(‘rra disapproves of 
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the prohibition of the export of money. If money 
exported, it must be with an object, and thcreiore “if ^ 

money is exported for any purpose whatever, it must ^ ; 4 

return with a profit into the kingdom from which it was 
sent “ — ^perhaps a rather large assumption, winch inci- 
dentally would rather tend to make Mercantilism as a 
whole much talk about nothing. 

Von Hornick 

To preserve the balance a fourth and last mercantilist, 
this time from Austria, may be cited. Philipp W. von 
Hornick^ (1638-1712), the author of Oestemich ilber atles 
wann es nur will, is amusing by reason of his tmeompro- 
mising vigour and a certain quaint naiveti. His dcfiriition 
of policy rests on what is regarded as an axiomatic tiuism, 
which is in itself an interesting statement of mercantilist 
faith. It is to the effect that the might and eminence 
of a country consist in its surplus of gold and silver, and 
all other things necessaiy or convenient for its subsistence, 
derived from its own resources without dependence on 
other countries. For the attainment of this end Hornick 
lays down, after the manner of Mun, a sequence of rules 
which are “ especially serviceable.'" These rules are nine 
in number, and naturally present a considerable degree 
of similarity to Mun's points, though there are intcTesting 
variations in emphasis. Briefly, Homick's programme of 
Mercantilism comprises the following points: (i) The most 
is to be made of the country's soil; not a clod of earth 
is to be unconsidcred; every form of plant is to be experi- 
mented with; above all, if possible, gold and silver are to 
be discovered. (2) Commodities are to be w^orked up in 
the country, (3) Population is to be encouraged, and 
people turned from idleness (the populationist element, it 

^ Bora at Maiaz, 1638; studied law and practised at Vienna: 
later ia the service of the Cardinal of Passau. 
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may be observed, is a peculiar characteristic of German 
Mercantilism). (4) Gold and silver, once in the country, 
are under no circumstances to be takem out for any 
purpose; equally, however, they are not to be hoarded, 
but are to remain in circulation. (5) The inhabitants are 
to get along with their own domestic products, and do 
without foreign products as far as possible. (6) When 
absolutely essential to obtain goods from the foreigner, 
these should be obtained in exchange for other wares, and 
not by the payment of gold and silver. {7) In the event 
of the unavoidable importation of foreign goods, they 
should be imported in unfinished form, and worked up 
in the country. (8) Per contra, opportunity is to be 
sought night and day to sell superfluous goods to the 
foreigner, but these should be sold in a finished form, 
and for gold and silver. (9) No imports should be 
allowed whenever there is a sufficient supply of the 
relevant commodity in the country, and this even if the 
home article is of inferior quality and of higher price. 

The condensed reproduction of this programme will not 
be merely vain repetition if the juxtaposition of the 8th 
point alongside the 6th and 7th .serves to bring out the 
one-sided character of Mercantilism, and the failure of 
the mercantilists to realize that in the international clash, 
a State inspired by a Homick might encounter a rival 
inspired by a Mun. For the rest, Homick is a mercantilist 
of pronounced jusquauboutist tendencies. His essential 
maxim from which all others flow is the fifth in this 
enumeration, and as a first step to the realization of the 
ideal of self-sufficiency he recommends the prohibition of 
the four chief groups of foreign imports — silk, woollen, 
linen and French wares. In respect of these alone, the 
Austrians throw away to the foreigner every year at least 
ten million thalers. Think how the lifeless body of 
Austria would revive if this sum were saved even for one 
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year! If it were saved for twenty years, what country 
in Europe would equal Austria? His fundamental doc- 
trine is that it is better to pay for an article two thalers 
which remain in the country than only one which goes 
out. As he dolefully and fatalistically says: What once 
goes out, stays out/* Moreover, it is surprising to note 
how the other precepts will be automatically observed if 
this first measure is adopted. Take, for instance, popula- 
tion. Prohibition of these imports will throw many 
foreigners out of work; artisans go where they can get 
a living; they will therefore be compelled to come to 
Austria, and the population problem is solved. On other 
questions, Hornick speaks with the authentic voice of 
Mercantilism. Will there be any danger that, in the 
absence of foreign competition, prices will be unduly 
raised? Not if the Government supervises things as it 
should, and checks wantonness; further, the philosophi- 
cally minded may reflect that it is better to be a victim 
to one's own countrymen than to a stranger. Then 
again, what about Dame Fashion, for surely we must 
dress like other nations? “ It would be a good thing/* 
quoth Hornick, " if we sent Dame Fashion to the Devil, 
her father.** An excellent sentiment with which to 
conclude a chapter. 


CHAPTER IV 


THE PHYSIOCKArS: QUEhNAY AND 1UH<;0T 
Quesnay 

The ponition oi ITan^xns Quesnay^ {iC)(M*i774) in the 
history o£ economic doctiiuc is in many ways remaikable. 
The man himself i s ajm iuka:Hslinc>.. aHxLamj4agmg 4aer- 

soiiajity- A successful n ydical practi timau* attached to 

the Court, with a record of medical dissertations on 
such subjects as suppuration, gangrene and fevers, he 
burgeoned as an economist at the agi^ oi sixty4wo. Yet 
dc'spite this tardy blossoming, he lived to be the acknow- 
ledged head of the most compact of any of the schools 
of economists, and he died, at the age c^f eighty, the 
revered master of a large band of disciples, whose 
panegyrics sound extravagant even for an age when the 
art of eulogy was assiduously cultivatecL It naturally 
follows also from Quesnay^s late absorption in economics 
that his literary labours were unusual It is not true, as 
has sometimes been said, that he wrote little, but it is 
true that all he wrote has the appearance of disconnected 
efforts, contributions to encyclopaedias, periodicals, and 
what not; and moreover hardly any of it was published 
under his own name. 

^ Bora at (Seine et Oisf), 1604; hmiight up hi tlw 

coiuitry and largely self-taught* After a distinguRlwrl iiiecllcal 
career, liecamc* |>hy*wian to Madame de Pomimfloiir in 1740, and 
to the King in 1755* 
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It is a further consequence that Quesnay tends to 
merge into his school, that body ot men who calkni 
themselves economists/' and whom posterity has agreed 
to designate as Physiocrats/' It is true*, of course, that 
there were differences of view, difierent shades of 
emphasis among the Physiocrats, but it is a remarkable 
tribute to the cohesion of the school that common usage 
lumps them comprehensively under the name of the 
'' Physiocrats," and seldom thinks of the units concealed 
behind the collective phrase. It is, however, from 
Quesnay that the entire impulse comes, and all that is 
characteristic of Physiocratic doctrine is to be found in his 
writings. This section will therefore be confined almost 
exclusively to Quesnay, as representative of the whoh 
body of physiocratic theory. 

Three points of a general character can hardly fail to 
strike any reader who approaches Quesnay. In the first 
place the economic doctrine, such as it is, is really only 
a corollary to something much larger. For Quesnay, as 
for all the Physiocrats, his economics was but part of a 
Weltanschauung — it is difficult to avoid the German word. 
He is a moralist; primarily perhaps the foundation of the 
whole structure is to be found in his view of natural and 
positive law, a conception indeed (that of the " rule of 
nature ") to which the school owes the title by which it 
is now universally known. Consequently it is necessary 
to disentangle, somewhat gingerly, the economic aspects 
of the Physiocratic structure. The second point is that, 
despite the immingling of relatively alien elements, 
Quesnay has substantial claims to be regarded as the 
real founder of Political Economy in the modem sense. 
With him the empirical element has gone; whether he is 
right or wrong, Quesnay realises that the problem of the 
nature of wealth, the conditions of its production and the 
laws of its distribution are matters to w-hich scientific and 

B 
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precise reasoning may be applied with the object of 
arriving at univeisal truths. The third point is ptiiiaps 
rather a comment on, or an illiistralion ot this; it is th<‘ 
extent to which Qnesnay anticipates Adam Smith* The 
differences are obvious, and have indeed been exces- 
sively underlined by Smith himself* btit tlu^ similarities 4 
are still more remarkable. The tsxact relationship bctwec'n 
Quesnay and Smith has been mucli discussed* and lor a 
time there was a tendency to suggest that Smith may 
have been infltienced by Quesnay* with whom he was 
familiar during his visit to France. It is now dear* 
however, that the main outlines of Adam SmitlTs tliought 
had been evolved while he was still professing in (ilasgow, 
at a time when Quesnay could not have infhienced him. 
Almost certainly the similarities of Quesnay and Smith 
^ merely exemplify once more the wholly natural fact that 

independent inquirers do frequently, about the same time, 

I arrive at substantially the same conclusions, 

I ^ I * Firstly, and warily, as to the fundamental point of 
natural law. For Quesnay there is a "law'' which 
human actions, no less than the rest of the held 
of nature, and the problem is to find the structure of 
society which will accord with this natiu'al law. What 
is this " droit naturel," most elusive of conceptions? It 
differs from the "droit Mgitime," the mere act of a 
legislature, in that it is recognised by the light of reason, 
and by that evidence alone. It is binding apart from 
any constraint, whereas a " droit Mgitime " is obligatory 
by reason of the penalty attached. Thus the " droit 
' nature! " is superior to the laws of man's making, as is 

abundantly proved by the multitude of contradictory and 
absurd laws which have been enacted.^ 

But to change the ground and come to a point of more 




* T.f Droit Nnturd, rhap. pp. 365«.i56* in Oncken^s complfte 
edition* to which subsequent references relate. 


4 



THE PHYSIOCRATS 


99 


I 


direct economic substance, to what does man have a 
natural right Vaguely, these are comprehended in 
the right he has to the things which are propres h sa 
jouissance/'^ But this must be defined. The th(*oretical 
right of everyone to everything is illusory; it must be 
limited to the right of everyone to that portion of things 
which he can obtain by his own labour. The swallow 
might be said to have a right to all the flies that dance 
in the air; in fact, the swallow's rights are limited to 
those he can catch. (The rights of the fly are not dis- 
cussed.)- When men come to enter into society, they 
will increase this natural right, and guarantt‘e its enjoy- 
ment, “ if the constitution of the society is in agrcemcml 
with the order which is evidently the most advantageous 
to men relatively to the fundamental laws of their natural 


right. One further natural right calls for emphasis; 
each one has the right to make use of all the faculties 
given him by nature on condition that he hurts neither ^ 


himself nor others — though why, at this stage, he should 


not be allowed to hurt himself is not clear, ^ It will be 


obvious how far, on the economic side, these propositions » , , 

take Quesnay. He has consecrated private property on 
the basis of labour; he has established the principle of 
freedom of contract, and he has made it a primary 
function of the State to guarantee these rights. Indeed, 
so fundamental is this, that where property and liberty are 
not guaranteed, there is no government but merely 
anarchy.® 

We come then to human society, which is subject to two 


1 Le Droit Natureh diap. i, p. 359. 

^ Ibid., chap. 3, pp, 366-367. 

Ibid., chap. 3, p. 368. 

^ Ibid., chap. 3, p. 371. 

® Ibid., chap, 5, p. 374, The two fundamental principles of 
security of property and freedom of contract are expressed with 
perhaps even greater emphasis in the Maximus GMraks. Sm 
Maxime 4 and 13, pp. 331, 333. 


100 DF.VELOPMENT OF ECONORIIC DOCTRINE 


lAx^ ^ kinds of laws, the lots naturclles and the lots positives, 

^ ■ the former, despite their high anthority and the praises 

bestowed upon thein---are they not iinmuables, et 
irrciragables et les meillcHires lois possible's '* ? 
ing somexvhat nebulous, the latlta* being of human origin, 
and therefore strictly subordinate. Indectl the primary 
function of the positive laws is to declan' ” tlie natural 
laws.*' The first positive law, underl 3 ang all other posiiivt' 
laws, consists in the institution of public and private 
instruction in the laws of the natural order, although, 
regrettably, tlie syllabus of the coursf' is not piovich'd. 
Positive laws are nu'rely deductions from, or comments 
on, the primitive natural laws. The fundamental laws 
of society are imprintc'd on the hearts of man; they hum 
the light which illumines his conscience. In relation 
thereto, the sphere of positive law is little more than that 
of interpretation. Positive laws are thus essentially sub- 
ordinate, and should only be introduced in so far as they 
are in conformity with, and rigorously subject to, these 
other essential laws. They are therefore not of arbitrary 
institution, and the legislator cannot render them just 
by his autliority, except in so far as tiny are just in 
r their essence. 

Further discussion of the subtleties of ** natural law ” 
may be left to the political philosopher, to whom the 
subject properly belongs. Here we arc only concerned 
with the economic implications of Quesnay's generaliza- 
tions, And it is clear in what direction he is heading. 
The art of the legislator is to interpret for this confused 
world certain natural laws (though it is as well not to 

^ md., chap. 5, p. 375. 

® ibid.p chap. 5, p. 376, 

Ibid., chap. 5, p. 375, 

^ See Lf Despotisme de la Chtn0, chap. 8, and especially 
wtions 6 and ip, pp. 642, 650, 
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be too curious as to their contents). The test of good 
legislation is found in the extent to which positive laws 
are a faithful reflection of their shadowy prototypes. 

Clearly there must be no contradiction; but clearly, also, 
embroidery should be reduced to a minimum. In short, 
having caught the reflection of these eternal immutable 
laws, the less legislation the better. Thus, on high 
abstract grounds, we arrive at the great principle of non- 
intervention, the doctrine of laissez-faire, laisscz passer, to 
use the tag which the Physiocratic school has bequeathed 
to the world. It is the duty of the Government to see to 
the defence of society. Since prosperity (apparently a 
simple matter) depends merely on cultivating the soil and 
keeping down thieves and blackguards, positive law will 
be necessary to restrain the evil-doers.^ But if positive 
law fussily goes beyond the point of protection against 
invasion, restraint of the wicked, and of routine admini- 
stration, can it lay any claim to be but a reflex of eternal 
law? The. blessedness of free Trade and of Government 
inactivity is knocking at the door. 

The search for the natural order leads, on the economic 
side, to the adoration of agriculture, the most familiar of ^ #h 

Physiocratic doctrines. It was not merely, as Quesnay 
emphasized — and perhaps he was right — that agriculturaB'v^‘'b^.>-^^-^|^*-/^ 


nations alone can form empires which are fixed and 
durable,^ but agriculture is itself the only source of 
wealth. The Physiocratic accentuation of the importance 
of agriculture was doubtless in origin but a reflection of 
the needs of France at the time, and a reaction against 
that phase of Mercantilism which stressed the importance 
of manufactures, and which, being sponsored by Colbert, 
has made Colbertism almost a French synonym for 


k. 


A t.. 


^ Le Droit N'atureh chap. 5, p, 375; Despoikme de k Chme, 
chap. 8, sec. 6 , p. 642, 

^ Despotisme m la Chine, chap. H, .sec, te, p, 647* 
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Mercantilism. Yet the Physiocrats devised lor their 
^ . instinctive preferences a theoretical basis which led to 

' ; ^ inextricable entanglements. For they sought to prcwc 

\jL that agricnlttire alone prodticed th(‘ W(‘alth of the com- 
iniinity, and that, in contrast to this productive 
activity, all other occupations, however lau<la!>1e and 
necessary, were unproductive and sterile.'' Agrb 
culture/' says Qiiesnay, '' is the soince of all the wealth 
of the State and of the wealth of all the citizens/'^ 
Again, everything that is disadvantageous to agriculture 
is prejudicial to the State and the nation, and every- 
thing that fa\'ours agriculture is profttablc to the State* 
and the nation/'^ Nor is this merely an echo oi thi* 
vague generalities of Xenophon and (hc<*ro. The 
exaltation of agriculture over othcT economic activities 
rests on a subordination of these which is theoretically 
demonstrable. In Quesnay's earliest articles on Fermes 
and Grains, this position is already emphatically stated : 

Agriculture and comm(*rce are constairtly regarded as 
the two sources of our wealth. Commerce, like mclustiy, 
is merely a branch of agriculture. These two states exist 
only by virtue of agriculture. It is agriculture which 
furnishes the material of industry and commerce and 
which pays both; but these two branches give back their 
gain to agriculture, which renews the wealth which is 
spent and consumed each year '' {Grains,^ p» 216)* 

Indeed Quesnay at times speaks as if the commercial 
classes were scarcely a part of the nation at alb A mixed 
^^.**Cjf«.*agricultural and commercial kingdom., he says, unites two 
nations which are distinct one from the other. The 
agricultural is '*the constitutive part of the society/* 

» Maxhms G$mraUs, Hu. t, p. 331. 

* Analyse du Tablmu £conomiqm^ p. 319J but om migtit 
say pmsm. 
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The other is an extrinsic addition which forms a part of 
the general republic of external commerce.^ He retunis 
to the idea that the commercial classes are a race apart 
from all other nations, forming in a sense a sect among 
themselves: "'Nos commer^ants son! aussi les com- 
mergants des autres nations; les commer^ants cles autres 
nations sont aussi nos commer^ants/'- As is natural in 
the light of this contrast, Quesnay regards it as a mis- 
taken policy to show favour to the inhabitants of the 
towns, as by cheap grain, at the expense of the country. 

In this way '' on desole les campagnes, qui sont la source 
des vraies richesscs de rEtat,''*"^ ^ 

The distinction between agriculture on the one hand^\^x;,|, 
and industry and commerce on the other, is further ^ 
revealed by the fact that in the former there is a surplus, 
while the others merely pay their way. This surplus is 
the famous produit net,"' the token of Natux'c's superior 
bounty in agricultural operations. On Quesnay^s theory, 
agriculture is carried on by advances of various kinds 
{avances foncidres, avances primitives, avances annuelles), 
some of these falling on the proprietor and some on the 
cultivator. But when all expenses have been met, and 
the cultivators have taken all that is required to maintain • 
themselves and reimburse them in respect of their annual 
advances, there still remains something over, a produit 
net (a rent) which is payable to the proprietor. This 
'' produit net is in fact the real revenue of the nation, 
and it is this which, in one form or another, supports the 
manufacturing and commercial classes. Thus we get the 
triple division of classes, so dear to the Physiocrats. 

There is, firstly, the class of proprietors, to whom the 

1 Analyse du Tableau Jlconomiquet p. 321, 

® Ihid.t p* 328. 

^ Fermiers, p. 180. 

^ Analyse du Tableau Fconomiqm, pp, 304-309, 
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prodiiit net is paid, whose services consist in making 
the avances ■foncwres, and also in the more general and 
social duties which fall upon them; tliere is, secondly, thc» 
productive class, who cultivate the* soil; and thirdly, there 
♦ are all those who are Itimped together under a title*, which, 
despite all apologcdics, has in it something wounding and 
depreciatory, the* tinprodtictive '' or sterile <dass. Strictly 
speaking, there is a tourth class, the wage»earneis, but 
tlic*y do not occupy a large place in Physiocratic rlassifica- 
iion. 

The “ sterility '' of these unprodtictive sections of the 
community may reeptire a further word oi eKplanation, 
So far as concerns commerce, there* iu*t‘d be* little diffi- 
culty; the^ view corresponds to what is in some* ways an 
instinctive reaction of the* unsophisticated human mind. 
The man who merely exchanges does not ''produce*'; 
and Quesnay pushes to its logical conclusion the view 
that the purchases represented !>y commerce are merely 

exchanges of value for equal value, without loss or gain 
on one side or the other/ The trader merely brings 
about a transference of wealth from one hand to the other. 
Whereas the cultivators can pay with what they have 
received from the hand of Nature, renderc*d productive by 
their labours, the traders can only pay out what they 
have been paid: " ils sent payfe pour payer/* The 
difference is between les S0lmmts and Ics sdariisi or in 
another phrase of which frequent use is made, the unpro- 
ductive class is the classe stipendiie : it is kept and main- 
tained by the other. ^ 

With regard to the industrial and manufacturing classes 
the argument is similar, though inevitably it seems more 
forced and unnatural. The common value of a commodity 
is merely the value of the original material and of the 

* Du Commm$, p. 458. 

® p. 47 X. 
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cost of maintenance of the worker during the time he has 
been engaged.^ If the work of the artisan were '' produc- 
tive/' it would be desirable to increase the amount of 
work necessary for a job.^ In fact, however, such labour 
cannot increase the wealth which the nation spends 
annually, because the labour is limited by the amount of 
this wealth, and this can only be increased by agriculture, 
and in no way by the expense involved in the work of 
the artisans (a question-begging argument; but he means 
for what it is worth, that to increase the number of 
cobblers, e,g., there must first be an increase in the 
number of cow hides)/* The product of the artisan then 
is merely worth the expense involved; he merely acquires 
a right to share in the consumption of wealth produced by 
the cultivator. But in contradistinction to agriculture, 
there is no surplus. In his own language, which happens 
to be correct, the worker speaks of earning his keep 
he does not say that he produces it : '' il dit qu'il gague sa 
subsistance, et ne dit pas qu'il la produit/'"^ Thus by 
arguments which appear thin and unconvincing, as is 
inevitable in the defender of a confused cause, Quesnayl 
demonstrated that the artfs^, the industrial worker, is an] 
unproductive labourer.^ 

The di^inction between productive and unproductive 
labour was i:he most tiresome of the legacies which the 

^ Sur Us Travaux des Artisans, p. 5^7. 
p. 532. 

® Ibid., p* 533 - As this is of the essence of the argument the 
exact words may be given: Ces travaux ne pen vent done 

accrottre les richesses que la nation d^pense annuellememt, 
puisqu'ils sont eux-m^mes par la mesure de ces richesses, 

qui ne peuvent s'accroltre que par les travaux de ragriculture 
et non par les d^penses des travaux des artisans." 

* RiponsB m Memaire de M.H., p. 390. 

® The reader who is beclouded by this brief summary should 
refer to the Riponse au Memoir e ds MJL, pp. 384-395, and the 
dialogue Sur Us Travaux des Artisans, p, 256 et ssq]^ where this 
point is discussed with much Physiocraric subtlety. 

»♦ 
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Physiociats bequeathed to the economic world. For at 
lca<;t two gi'iieiations e\eiy wtitci on these matteis fc*lt 
it incumbent upon him to letmn to the pomt and to 
attempt to give some senst* to a distinctioii vhidj in tuith 
had none. As expussed by the idiyhiocmts, tlie position 
k cleaily untenable. There is no such sluip dislinction 
between agiicultuial labom and all othei cKCupatioiH 
as would justify us in classifying tlie former as productive 
labourers and all othcus as unpuKiuclive. It is a usefiih 
if bite, maxim tliat pioduction is not ioniphd(‘d until the 
commodity* whatever it be, is in the hands (oi on the 
tables) of the consumer; and if we ask for bread, the 
ploughman, the miller, the baker, and thc^ bak<»rk van- 
boy (if he be indispensable) all alike minislei to our necvls. 
What is wanted in this lifc^ is the right thing in the right 
place at the right time, and all who contribute to this so 
desirable end are economically, on this point at least, 
doing the same kind of thing. Further, the aigument that 
agriculture pioduces in rent a produit net,'' whereas 
elsewhere theie is no suqdus, is of couise entirely 
fallacious. But that is a matter for Mr, Ricardo to deal 
with. 

This may be the place for such notice as is unavoidable 
of the Tableau Economique/’ in its time the downing 
achievement of Quesnay and the Physiocratic school, now 
perhaps better reduced to an embarrassed footnote. 
Despite Dupont's assurance that the Tableau Kconomique 
is obscure only to those who ate lacking in the power of 
comprehension, it may be doubted whether it will e?er 
be an3d:hing but a vast mystification, a subject to be 
treated gingerly by commentators, rendered uneasy by the 
feeling that they do not quite undemtand what they are 
talking about. The attitude of the Physioemts towards 
Quesnay k masterpiece was one of extravagant adoration. 
In the eyes of Mirabeau (the elder) there lad been since 
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the world began three gieat discoveries — the invention of 
writing, the invention of money and the Tableau 
Economique; and though Miiabeau reached the top-notch 
in adulation, others were not far behind in prophesying 
that posterity would deiive incalculable advantages from 
Qu^snay's supreme discovery. 

It is easier to say what are the ideas behind the Tableau 
ficonomique than to explain how it gives expression to 
these ideas. Firstly, as Dupont remaiks, whereas 
Economics had hitherto been a con]Cctuial science, subject 
to inductive reasoning, the Tableau Economique attempted 
to make Economics an exact science (or ratlier suggt^stecl 
the possibility of such an attempt being made). More 
important, the Tableau ficonomique endeavoured to trace 
the flow of wealth through a community in terms of 
Physiocratic doctrine, with the practical end of ascertain- 
ing the health of the community. It was thus to be a 
tool in the hands of the Government, '' la boussole du 
gouvernement des 6tats.'' Assuming that the ‘'produit 
net is 100 per cent, of the avances annuelles, i.e. that 

2,000 livres disbursed by the productive classes will yield 

2,000 livres to the proprietors after all expenses are met, 
the problem is to trace the subsequent history of these 

2,000 livres. Half (Quesnay assumes) will go back to the 
productive classes, and this sum of 1,000 livies will again 
yield a '' produit net of 1,000 livres; the other half will 
go to the sterile classes, who, however, will pay back a 
half (500 livres) to the producers; and so we proceed by 
what Quesnay calls the ziczac/' dividing by two as we 
go along. 

In the case postulated by Quesnay there is equilibrium 
at the end of the proceedings; here wc have a state in 
which there is neither increase nor decay. If an undue 
proportion of the national revenue is diverted to the right 
(i.e. to the unproductive classes) an unhealthy condition 



io8 DEVELOPMENT OF ECONOMIC' DOCTRINE 

arises and the State is threatened with <le(iine. Though 
recognizing that the Tableau would vary according to the 
dilterent data and assumptions, and that " a difterent 
case would h'ad to a diffcn'nt result,"* no attempt seems 
to have been made (and probably none c<'»uki be made) 
to ajjply the Tableau to the special ciixnunstanccs of any 
community. If the Tableau was .ui oulil, as the 
Ph 3 'si«ciats were given to declaring, it was one which the 
Physiocrats n)iad(' no attetnpt to use. The idea that 
wealth liowed through a comnuinilj', and that tlu' health 
of the community depended on how it flowed, and might 
be imperilled by att undue diversion in one direction, was 
howevc:r, a useful conception. Here alone is the signifi- 
cance of the. Tableau Economique; otherwise, apart from 
its interest to the economic anticiuarian, a detailed study 
of the " ziczac '' is but an example of unproductive 
labour. 

' oi. .On this general view of the relation between different 
^'classes of society, the encouragement of agriculture 
, becomes the chief article of policy of the Physiocrats. 

For agriculture to be profitably pursued, it is essential, in 
Quesnay's eyes, that it be conducted on a large scale. 

*' This is the constantly recurring theme of his iinst two 

, , . articles on Fermiers and Grains. Indeed it is not too 

to say that he aims at giving agriculture something 
industrial form. Ho constantly emphasizes the 
need of capital in agriculture, the importance of the rich 
" fermier." The " fermicr ” is not to be a labourer who 
himself tills the ground; he is to be an " entrepreneur qui 
gouveme.’’® So, negatively, manufartures are not to be 
encouraged at the expense of agriculture. Above all, 
there is for Quesnay a wisdom in high agricultural prices; 
it is fatal to .seek to encourage manufactures through 

' Analyse flu Tableau /teononii^ue, pp. 31 1, 3*6. 

• Orainii. p. ai<). 


THE PHYSIOCRATS 


109 

lowering the price of the means of subsistence,^ His 
detailed observations regarding agriculture are, however, 
of his time, and hardly concern us here. 

It is, however, when Quesnay advocates Free Trade 
and analyses the assumptions of the mercantilists, that 
he most clearly speaks with the voice of Adam Smith. 
Money is supposed to be wealth, because with money one 
can buy what one has need of. But money is not 
obtained for nothing; it also costs as much as it is worth 
to the buyer, and nations will always be able to obtain 
as much money as they I'cquirc, if they have things to 
give in exchange for it. Wealth consists in the sum 
toUl of things necessary for life and in the annual 
reproduction of these things, and the quantity oi money 
may diminish without these things being att(‘cted, since 
in a rich country, with freedom ot commerce, tiiere arc* 
means of supplying the place of money. The opulence of 
a state must not therefore be judged by the greater or 
less supply of money it possesses. Money is therefore 
but a riches, se sterile, the only utility of which consists 
in its employment in effecting purchases and sales. ^ 
Further, buying and selling are but two aspects of the 
same operation; every purchase is a sale, and every sale 
is a purchase. It follows that the central idea ot the 
mercantilists, that of a nation selling more than it buys, 
is not merely eri’oneous but absurd: Instead of saying 
that you wish our sales to exceed our purchases, which 
is physically impossible, you ought merely to say that 

^ See Maximes du Gouv»rnement l&conomiqiie (No. 9), attached 
to the article on Grains, p. 327; also Fermiers, p. iBo. Quesnay 
epigrammatically sums up his position in tne eighteenth of 
the Maximes G4n6mles: ** Abondance et non-valeur n^est pas 
richesse. Disette et chcrt6 est mis^re. Abondance et chert# 
est opulence,'' p. 335. 

^ See in particular the seventh observation on the Analyse, 
p. 324; and the note on the thirteenth of the Maxtmm GinimUs, 
PP- 347 - 34 ®. 
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you wish to purchase money with your piodm-lions.”> 
In an effective phrase, selling more th.ui is hcrnght is 
merely :i “commerce rommenre,’’- .ui inroinpU-te trans- 
action. The argument lesting on the gie.it<'i duiabilily 
of metal N admirably disposed o( .i rciluciio ad 
abmrdum, that if the contention be valid, then in logic 
it leads to the conclusion that any quantity of the metals, 
however small (being durable), is worth moie than any 
quantity of commoditie.s however large (being perishable).'' 
The doctrine of the balance of trade is thus i educed to 
'' nothing and perhaps less than nothing."* Commcjce is 
not to be ngarcled as a state of war against an enemy; the 
only interest a nation has is to leave trad<‘ entirely free, 
in order that the greatest possible comfndition of buyers 
and sellers may guarantee the highest possible price for 
the sale of its products and the lowest price for the 
purchase of what may be necessary.* Commerce cannot 
be conducted at the expense of other nations, for a good 
and a just (lod has decreed that commerce shall always 
be " le fruit cl'un avantage dvidemment rdciproque.''* 
All this and much more may strike the retentive student 
as strangely familiar, and as an echo of certain classic 
passages in the fourth book of Adam Smith. 

It would, however, be a mistake to consider that the 
Physiocratic advocacy of Free Trade was rooted in any 
importance attached to foreign trade as such. On the 
contrary, foreign trade, like all trade, is for the Physio- 
crats essentially unproductive. As Quesnay specifically 
puts it, it is only possible to buy from the foreigner as 
much as one soils to him; and the consequence is that in 
a state of free competition in foreign trade, there can 
only be an exchange of value for equal value, without 


Ibid., p. 4R3. 
* Ihul., p. 477. 
p. 484. 


' Du Commerce, pp. 478, 479. 
^IbuL, p. 47i. 

* Ibid., p. 479. 
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gain or loss on one side or the other, ^ Reverting to 
Quesnay's distinction between the two nations—agriciih 
tural and commercial — combined in a mixed kingdom, the 
expenses of the second, even if necessary, are to be 
regarded as an '' onerous expense/' laid on the revenues 
of the landed proprietor.^ Foreign trade is thus primarily 
a liability rather than an asset. The whole tendency of 
Physiocratic thought is to depreciate the importance of 
foreign trade. It is above all by the condition of internal 
commerce that the wealth of a country must be judged; 
a nation that is making the best use of its soil and its 
men has no occasion to be envious of the commerce of its 
neighbours.*'* It is curious that the first school in modern 
times to proclaim Free Trade did so, not from any 
belief in the advantages of foreign trade, but on 
general principles of a quasi-philosophical and religious 
nature. 

Quesnay's peculiar views with regard to agriculture as ^ * u. » 

the only productive activity and the only source of the 
national I'evenue lead to certain important conclusions in 
the field of taxation. Taxation also is subject to laws and 
immovable rules, capable of rigorous demonstration.^ 

Here it is only possible to note two of Quesnay's funda- • 
mental points. The first (a counsel of perfection) is that 
the State shoxild avoid loans; the statesman should hope 
for resources in special emergencies from the prosperity of 
the nation, and not from the credit of the financiers. The 
objection to loans is primarily that they create a traffic 
in finances,'' from which spring '' fortunes p^cuniaires " 
and rentes financi^res." Sterile fortunes, withdrawing 
money from agriculture, arc thus created (the correspond- 


^ Fifth observatioE on the p. 321. 

® p. 321. 

Nos. 12 and 13 of the Matimes, attached to GminSt p, ajo* 
^ Despotism 6 de la Chine, chap. 8, sec. 7, p, 645. 
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iiig Tableau Economique would show a draiu to the right 
to the tmpiodurtive cUssc.n). MoreovtT sudi ** peniiiiaiy 
fortunes ** know no king nor country. In more modem 
' language, loans lead to a iviiiivt class operating in an 
international fieki of inv(‘stinentri 
lLt4 The second point is moie fundamental. Since there is 
iwtK one source of national wealth, all taxation must 

ultimately fall there, ami then‘lore all taxation should be 
imposed at once where the burden will ultimately fall. 
Qiiesnay, in short, advocates a sitigle direct tax falling on 
the produit not** In this lu* is wholly logical on Physio 
cratic assumptkms* .Sooiua- or later a tax is bound io be 
shifted on to the '' produit net/' if tlie '' prodtiit net '' Is 
what Quesnay consi<lem he has shown it to be; and there- 
fore the simplest and I(‘ast onerous wa}’ of raising a levcame 
is to divert directly to the State a part of what is the only 
real national revenue. Quesnay in various plac(*s devotes 
considerable attention to proving the inconvenience and 
loss, and the detriment to the State which would result 
from any other method of taxation; and in particular, in 
The Second Econopnic Problem, he proves (at least to 
his own satisfaction) that though the landowner might 
« imagine that he would be advantaged by some other form 
of taxation, yet in the end, owing to the shifting of the 
tax, the burden— and moreover an increased burden, 
owing to the inevitable incidental frictions and losses— will 
fall upon him. It is interesting to note, in passing, that 
in the course of his discussion of the incidence of taxation, 


Quesnay enunciates what a later generation has come to 
^ ^know as the Iron Law of Wages: ** Wages, and in 
® consequence the enjoyments winch wage-earners can 


obtain, are fixed and reduced to ttie lowest level by the 
^extreme competition which is among them/'* 


Nos. 38, 20, 30 of the Maxim 0$ GM^mks, p. 337. 
^ Second Pmbiim$ J^conomtqm, p* 706, 
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Turgot 

Of the other members of the Physiocratic school, one 
only requires mention in such an elementary discussion 
as this, partly because in some respects he stood slightly 
apart from the main body of Physiocrats, partly because 
the lustre of his great name has given dignity to the school 
from which he drew his inspii-ation. Moreover, his high 
office in the State, held for too brief a period, gave him 
an opportunity of revealing Physiocracy in action. This 
is not the place to discuss the life and achievement 
of Anne-Robcrt- Jacques Turgot^ (17:37-1781), who, as 
Intendant of Limoges and later Comptroller-General 
(August, 1774 — May, 1776), did what he might to put 
tyngs in order. His achievements were indeed reversed 
/on his fall from office, but his admirers may, and do, 
claim that though in his life his greatest works were 
nullified, he triumphed at the Revolution and dominated 
the nineteenth century. 

Turgot's doctrine is to be found primarily in two small 
tracts, the £loge de Gournay and the Reflexions sur la 
Formation et la Distribution des Rickesses; in addition 
Tui'got had the pleasant habit of infusing statements of 
economic doctrine into his official and state documents, 
and from this point of view such edicts as those suppress- 
ing the corvdes and the jurandes have an economic as 
well as an historic interest. The Rloge de Gournay is a 
pious appreciation of one of the earliest of the Physiocrats 
who, perhaps even more than Quesnay, influenced 

^ Born at Paris in 1727; prior of the Sorbonne in 1749* 
Giving up the career in the Church for which he had prepared, 
entered the magistracy ami rose to be Intendant of Limoges. 
Called to Paris by I-oui.s XVI in 1774 and made Secretary of 
State for the Navy, and soon afterwards Comptroller-General 
and Minister of Finance. His reform.^ aroused opposition, and 
he was dismissed in 1776. 
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TuigoEs developmeikt* While piiipaitiiig to bt* a stati*- 
ment of Gain nay ' j; views, it is ck-ar that Tnigot m also 
expressing his own* The itloge, in fact, is a rather 
extieme statement of lah\ez-fmre, along lines which ktei 
developed into an oUhodoxy. <*ovennnent resiiaiiits and 
intiTference, wheieby towns come to legaicl each other as 
miitnal enemies, are treated as remnants Gothic 
l)arbansmd' The new system of M. Gomnay had rested 
on the maxim that in getunal iweiy man knows his own 
interest beiti*r than another man to whom that interest is 
entiiely imlilteientd' The State is inteuvsied in c'ommeire 
\n two ways: (x) it is inh^rested in seeing that no one can 
do to another any eonsidtaable wrong, against which the 
sufferer cannot gnaiantee Ininself; and (a) it is intc*rested 
in the mass of the wealth of the State being as large as 
possible. The first of these objects recpiires that the 
Government should protect the natural liberty which the 
buyer has to buy and the seller to sell. Freedom of 
competition among buyers and sellers is a sufficient 
guarantee against any abuse; complete libeity in thi^ 
respect can alone assure tlie seller a price capable of 
encouraging production, and give the buyer the b?st 
wares at the lowest price. To go beyond this and to seek 
to prevent anyone from ever being defrauded is to assume 
the obligation of providing pads for all the children who 
might fall {de foumtr des bourrelets d tom ks eMfmis qui 
fourrmeni tomber); it is (since all regulations are onerous 
in execution) to impose on commerce and on the nation a 
heavy tax in order to dispense a small number of 
people from the trouble of learning how not to be 
cheated. 

A consideration of tlie second point leads, to the same 
conclusion. On familiar Smithian lines, the wealth of the 
nation, being but the produce of the soil and the industry 
of its inhabitants, will be greatest when the produce of 
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each acre of land and of the industry of each individual 
is carried to the highest possible point. But indeed it 
requires no proof that each individual is the only capable 
judge of the employment of his resources; he alone has 
the necessary local knowledge and experience. It follows, 
therefore, on all grounds, that the interest of the individual, 
who is left free to pursue that interest, will more surely 
produce the general good than the operations of the 
Government, which are always at fault and necessarily 
directed by a vague and uncertain theory.” 

This is sturdy and uncompromising laissez'-faire 
doctrine,^ and even the words ” in genei^al,” in the 
fundamental formula regarding enlightened self-interest, 
leave but a small opening for retreat. For the rest, the 
Sloge contains familiar Physiocratic doctrine to the effect 
that ” Tagriculture, animee par le commerce ” (the modi- 
fication is significant), is the source of all revenues and 
that all taxes are paid by the proprietor. Interesting also, 
in view of Turgot's later edicts, is the statement that what 
Goumay most condemned in the system which he attacked 
was that “ it always favoured the rich and the idle section 
of society to the prejudice of the poor and labouring 
sections.” 

The Reflexions are arranged in a hundred short para- 
graphs, and may be taken as a summarized statement of 
ecdhomic doctrine, as apprehended by one Physiocrat. 
In this brief treatise— written, it is said, for the instruction 
of two Chinese students — ^there are many acute and 
ingenious observations embedded in a dogmatic statement 
of the more untenable portions of Physiocratic theory* 
The superiority of agriculture is here in its full gloryi and 
the iron law of wages, as applied to the worker who has 
only his arms and his industry, is one of the consequences 
of this superiority. The simple labourer is beaten down 
in his negotiations with a master who has a choice among 
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many workers^ It is different with the worker on the 
soil: Nature does not bargain with him to oblige him to 
be content with the absolutc'Iy necessary/''^ The iiajipy 
position of tlu^ agriculturist is that he rc‘ccives, over and 
above his subsistence, a rirli.esse indep(*iidente et dis* 
ponible which he has not bottght and which he sells. ^ 
The land is theiefore the iinicjue sotirce of all wealth, and 
that part which it gives as a pure gift (rn pi^r don) is the 
net product. There is something occessively naive in tins ’ 
touching faith in the bounty of Natun‘ w^hiNr lew faniuu's 
—at least in Buchan-^coukl share. Of otlnu* pcants in the 
Ri flexions ^ it must suflict* to note Turgot’s /.ealous pti‘a 
for the abolition of all restiaints on t!ie hxing of the rate 
of interest; the payment interest, being to the* advantage 
of both parties concerned, should be determined sok*ly by 
the course of tradev^ On this point, winch Turgot also 
discusses els(‘w!iere, he reveals the logic of ki$\ez-faire in 
its most cogent form. 

Reference has been made to the importance, economi- 
cally, of some of the State documents for which Turgot 
was responsibku The edict for the suppression of the^ ^ 

Jumndes (i.e., for the abolition of all restraints on the 
freedom of work) may be taken as an example of Turgot's 
refonning zeal, and of the high grotinds of economic policy 
on which his action was based. ** Le droit de travailler 
which this edict established is an awkward phrase to 
translate, if one would avoid ambiguity. Louis Blanc 
criticized Turgot because in proclaiming '' !e droit de 
travailler/' he had in no wise recognized ** Ic droit au 
travail/' What the edict did was to abolish the privilege 

* Turgot's statement k not infrequently cnioted, and k almost 

classical: En tout genre <le travail il doit ardver et il arrive 

en effet que In salaira de Couvrier » liorne k m qui lui est n^ces* 
sake pour Iiii procurer m iuhsktance/* section 6, 

® JIjiVI., section 7. 

* ibid*, sfctioas 71-75, ^ 
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which conferred on some a monopoly of certain kinds of 
work, so that the right to engage in such work was 
preserved for a favoured section of the community. Here 
also what was aimed at was an enlargement of the liberty 
of enterprise, so that all the avenues of life should be open 
to everyone. This liberty, as indeed it ought to be on 
laissez-faire principles, is for Turgot the most fundamental 
of all rights : 

Dieu, en donnant a Thomme des besoins, en lui rendant 
n6cessaire la rcssoiirce du travail, a fait du droit de 
travailler la propri6t6 de tout homme, et cette propri^td 
est la premiere, la plus sacr6e et la plus imprescriptible de 
toutes.'' 

The object of this step was indeed to assure to commerce 
and industry '' the entire liberty and the full competition 
which they ought to enjoy.'* It is perhaps worthy of 
notice, in view of criticisms much later, when another age 
had brought other problems, that the fourteenth article of 
the edict forbade all and sundry, maitres, compagnons, 
ouvriers et apprentis " to form any manner of association 
or assembly on any pretext whatever. Here, if one 
chooses, expression is given to the view that the mainten- 
ance of full freedom requires the denial of the right of 
association. But it is rather unfair to entangle Turgot 
in the controversies of the nineteenth and the twentieth 
centuries; he might with reason plead that he wasn't there. 

This system, with all its imperfections, is perhaps the 
nearest approximation to the truth that has yet been 
published upon the subject of political economy/* Thus 
Adam Smith on his immediate forerunners. The achieve- 
ment of the Physiocrats was indeed remarkable. Even in 
these days when laissez-faire no longer commands the 
reverence it once did, it may be agreed that in reaction 
against the mercantilists the doctrine of laissez-faire had 
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to be staled. On tili this side of the fiiit^stion the 
Physiocrats were coniageous diampicais <if fu^ecloin, and 
expressi^cl the rential truths of Adam SiiiillPs doctiine 
with an enthusiasm, a vigour an<i a logic unexcelh*d even 
by the econoinisi of Kiikcalciy. This k flu'ir iinptniNhablc* 
memoiial Their impnlvctiom ** are too oinious to 
require clisentanglcanent and coinimmt. They wcut 
right, particularly in th<‘ rifcumstanci^s of their time, in 
emphasizing the impculama* of agrinilinre; they were 
wrong in seeking to prove the supeiioiity of agurnlttire 
by abstract reascming, based on an untenable clistindioii 
between productive and tmprodnrtive lalmnr. l*roin this 
all their errors flowed. The whole doctrine of the net 
product, which makes rent a token of ttie !>c)nnty of 
nature, an extra douceur or tip given to tliose who work 
the soil, is tinged with eccentricity, and the consequent 
advocacy of the single tax is not so much a serious contri- 
bution to the science of finance as an exercise in logic, 
being indexed a pcTfectly valid inference from Ph}*'siocratic 
assumptions. These embrt>iderics, with the fantastic 
Tableau ficonomique, a<ld a piquant interest to the 
Physiocrats, and have been a godsend to countless 
examiners; but that which is fundamental k their anticipa- 
tion of Adam Smith. Even an admirer of Smith may 
have no scruple in finding in the Physiocratic group the 
real beginnings of modem economics. 



CHAPTER V 

ADAM SMITH 
Hume 

On the way to Adam Smith, it is only decent to salute one 
whose great distinction in other fields seems to be the chief 
justification for the rather meagre treatment which he 
generally receives when discussed as an economist. Had 
David Hume^ (1711-1776) not been a pre-eminent 
philosopher, he would have ranked as an eminent 
economist. A perusal of his essays underlines, even more 
emphatically than a plunge into the Physiocratic morass, 
the extent to which Adam Smith was indebted to his fore- 
runners. That adequate justice has seldom been done to 
Hume is perhaps also in part due to the fact that he never 
ventures on a comprehensive treatment of any economic 
topic; rather is he a gentlemanly essayist who, with a 
dignity only attainable in the eighteenth century, combines 
grace, learning and profundity in discoursing of many 
subjects, among which (on a liberal estimate) some ten 
may be deemed to be economic in character. Of these, 
the Essays Of Commerce, Of Money, Of the Balance of 
Trade, Of the Jealousy of Trade arc specially noticeable 
as embodying on many points the essentials of Smith's 

J Born in Edinburgh in 1711. In the main a student, with 
visits to the Continent a tulor after the manner of the times, 
Later {X75a) Librarian to the Faculty of Advocates, Edinburgh. 

irq 
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critifisni of the itiercanlilists. To a laige extent liL 
argument m directed to ptoving, an against the nieicaii- 
tilists, t l ie relativ e unimportance rd^olcl and sihca* in the 
i iationa! t^r oiumix Taking any kingdom by itself, ** tji^e 
g reater., oiyless^enty of^ntonej^Js im .conset|tH*ncg , * ' 
Frimanly, money is a method of laiing or ebtiinaling 
labour and coEmiodities; if in gieater plenty, a gieater 
quantity will be required to xvpivheni the same quantity 
of goods: tht^ consequent change* is aiiaiogotis to the 
change springing from the* adoption of a new method of 
notation. The incuxihing quantity ot gold and silvi»r can 
only be favourable* to industry in the interval between the 
acquisition of money and the subseqtuad. rise of prices. 
The secret of prosperity lies elsewhere: 
money ^Ga4a,..-jm,ver injiire any state wiihin itself; fox 
mm and co mmodities are 
c ommunity /'^ 

In the essay Of the Balance of Trade, the same ideas 
are applied to the central doctrine of the mercantilists. 
The fear that a country may lose its supply of precious 
metals is a groundless apprehension. ** I should as soon 
dread/' says Hume, ** t hat all o.u r springs and river s 
shouM uSuoaoBM- lioMla^ 

kingd om where there are peo pl e and incUts^ ?'' Eium- 
ing a people adequately supplied "wlHTlndus^^ they will 
get the money they require, and he tests this doctrine 
by two extreme hypotheses. Imagine four-fifths of the 
country's money annihilated in one night, what would be 
the consequence? The price of all labour and of all 
commodities would at once sink to a mediaeval level. 
What nation would then dispute with us in any foreign 
market? Consequently in how short a time would we 
not get back the money which we had lost? Prices would 
rise once more to the level prevailing in neighbouring 
* Of Monty, 
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countries, and we should lose the advantage of cheapness 
of labour and of commodities. Take the converse h57po- 
thesis and suppose that our supply of gold and silver had 
increased five“fold over night. Prices would rise to so 
exorbitant a height that no neighbouring country could 
afford to buy from us, and in spite of all laws to the 
contrary, their commodities would be run in upon us, 
and our money flow out.'" And the conclusion of the 
argument is that 

a governm ent has great reason to preserve with care it s 
peoff^ ^Sdlits manufactures. Its raoncy, it may safel y 
t rust to TIiir~cotrfse of humM affairs, without feaF7)r 
jeSouiy?'’ — 

A further consequence is that no nation has any reason 
to be envious of the prosperity of another; on the contrary, 
it is only if our neighbours are prosperous that we can expc^ct 
them to be good customers and so contribute to our own 
prosperity. If we succeeded in reducing our neighbours 
to a condition of sloth and ignorance, we should ourselves 

suffer and should soon fall into the same abject condition. 

Hume's protest on this point is characteristic, and has 
frequently been quoted : 

'' 1. ^11 therefore j^nl^^ tjijiclaixu^^ not only 

as a Biitisb.^^ pray for the fl.o,ur.isl>- 

ii ^^ommerce of Gem iany, S£am,^^Jte|y^and^^^ 

Of Smith's immediate predecessors, Hume is the most 
considerable. He is introduced here, however, not that 
he may be adequately discussed, but because no account 
of Smith can claim to be fair or proportioned if it falls to 
disclose Hume in the background. 


^ Of the Jealousy of Trade* 
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Adam Smith 

Siiiiild ^^(1723 1700). t*h|?i*riai!y lor iis in this 
ccHintry, |K:€tipies s<^ rfiitia! a plart* m thc‘ history of 
Political Economy anal has hcconic popularly so much 
of a legend, that the pt talent nmiiiui hc‘sitates to embark 
on so vast an ocean. H(‘re, if anywheie, dihtnission a 
few pages is botind to he inadt‘qiia!c% foi Che influence* of 
Smith and llte reactions against Smith, extend thronghoiit 
the whole stibseqtuml histoiy of eronomir dortiim*) Theie 
is at least this exctisc* h>r tin* lingming ttmdeury to legaul 
''Adam Smith*' and "Political Economy" as teims 
which mutually exhaust each othcix Ycd hotli aspects 
of the legend are wliolly falladcnis. ^iUm Smitln was not 
the founder, tin* inventor, or the discoverer ol Political 
liconomy.) That he did so much wms entirely due to the 
fact that so much had been done befon* him. In no 
sense was he a pioneer.) The mercantilists, doubtless with 
practical obsessions, had discussed all manner of economic 
problems. The Physioemts had jointly come very near 
to giving a systematic account of the economic process, 
though they had embellished it with strange frills. Quite 
apart from Adam Smith it was an age of much economic 
speculation, and doubtless out of the Physiocrats* David 
Hume and some others, the enterprising student could 
reconstruct a large part of The Wealth of Nations. {Smith 
throughout, {in short, ll^as discussing problems which had 
already been the subject of discussion. The other aspect 
of the legend which assumes that Adam Smith found 
Political Economy brick (if so far advanced) and left it 

{Bom at Kirkcaldy, ip.|. Educated at Gliiigow and Oxford. 
Professor of Logic aad later of Moral Fhllo»phy In Oliwgow, 
1751*1763. Thereafter travelling tutor to the Puke of Biic* 
cleurh. Returned to Kirkcaldy 1767. ii/ Naiims 

publi.shed 1776. Commissioner of Customi la Edinburgh from 
1778 until Ins death in 1700. On the philo«>phle Mde of hl« 
activities, wrote Theory of Mom! Smimmis.j 
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marblC; is equally wide of the mark. The Wealth of 
Nations, to speak candidly of the achievement of the 
greatest of Scotsmen, is a work which singularly abounds 
in obvious defects. Those who, like Say, speak of it as a 

vast chaos may be harsh in their judgment; but it is 
certainly a disorderly book, in which the sequence of 
thought is successfully concealed behind lengthy digres- 
sions. Moreover, on essential points, Adam Smith, for 
all his acuteness, is sometimes singularly confused, and on 
rare occasions — as in the discussion of value — ^the reader 
may even suspect that Smith is not clear in his own mind 
as to which of two subjects he is discussing. In the same 
way, though this defect is sometimes a merit, he develoj>s 
in one and the same chapter contradictory lines of 
thought, so that he hints at alternative doctrines without 
ever resolving, or apparently even being conscious of, the 
inherent contradictions. Political Economy, as it left the 
hands of Adam Smith, was by no means a complete and 
rounded system of doctrine. Like all the other woi'ks of 
frail man, it has its errors, its gaps, its ambiguities and 
its bias3 

Yet, having said so much to placate the devil, it 
remains true that {!^dam Smith's name is incompar- 
ably the greatest in the history of economic thought J 
Himself a groper, he at least marked out the ground. 
He looked at things comprehensively, as none of his 
predecessors had done; and defective as his own arrange- 
ment may be, it is nevertheless true that his analysis, 
refined and made systematic by his followers, has to a 
large extent furnished the plan according to which all later 
economic thought has proceeded. Before Adam Smith 
there had been much economic discussion; with him we 
reach the stage of discussing economics.) 

Unfortunately Adam Smith is difficult to apprehend in 
his totality, for the perverse reason that he is in parts so 
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regrettably well known. Bits of Adam Smith, in isolation, 
arc known even to those who make nc^ pioft^ssion of 
c^conomir knowledge. His ehapters mi <ii vision o{ labour 
(above all as lepresented in the mamdaetme ol pins), his 
discussion of the causes of difierent rates of leimineiation 


in diii<neiit employments, his canons ol taxation and the 
inoie purple passages in his polemic against the mercan- 
tilists-4hese are tit liiis which aie not to be* esca|)ed even 
by those who fon^swear economic study. But precisely 
this familiaiity wnth Adam Smitids teaching on ceitain 
spt'cihc ptiinls makes it moie dilficult to .giasp the sum and 
substance of Ins doctrines viewed as a wholts and the 
nature and extent of his influence on the development of 
economic doctrine. Insti^ad of discussing aiiily t‘ertain 
aspects of Adam Smilln this chapter will theref<ire in the 
main endeavour to obtain a compeaulions view of Tfw 
Wealth of Nations as a whole, so that the more familiar 
portions may be seen in their proper relationship to the 


whole structure. 

But before attempting to assess his doctrine, a few 
sentences may be <lt‘voted to hi.s more gc^neral standpoint, 
f The influences producing Adam Smith were manyl and 
c need not detain us here. Sometliing may be allowed to 
his teacher, iijitcheson, in his emphasis on wliat is 
** natural*'; something — since all the critics agree and it 
is therefore the correct thing to say--to Maruieville and 
his paradoxical contention that private '' vices " (private 
'‘interests'* would be a saner word) may tend to the 
public good; something may be allowed to his familiar 
intercourse with the Physiocrats, although it is now certain 
that the main scheme of his thought was developed before 
he met the leaders of that school. It is enough that Adam 
' Smith shared with the Physiocrats, and with other aspects 
of eighteenth century thought, the^ belief in a natugl 
ojj|er. This belief, in Adam Smith's case, was founded 
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in ideas which were partly philosophical and partly 
religious. The natural order implied the removal of 
restrictions of all kinds, and Smith is therefore a passion- 
ate (though not a dogmatic or doctrinaire) advocate 
of liberty. But the removal of restrictions will not, 
in his view, lead to an economic chaos; on the 
contrary, only then will the natural order be able 
to function. In such a natural state the divinely 

appointed impulse which keeps the machine going is a ^ ^ 

psychological instinct, in short the interest which each| 
man has in himself and in his own. Herein lies the a 
priori element in Adam Smith; there is a natural order, 
appointed by a wise Providence in which self-interest will 
supply the necessary drive to make the machine go, and 
will also so act as to pi'oduce equilibrium between contend- 
ing forces. This leads to what is in the main a wholly 
optimistic view of a world in which a beneficent deity has 
arranged that progress and harmony shall result from the 
free-play of instincts which are, frankly, self-centred and 
self-concerned. But alongside this a priori element, there 
is another aspect of Adam Smith, in virtue of which he is 
a hard realist, at times indeed a realist with a dash of 
cynicism. With whatever philosophic bias Adam Smith ^ 

approached his problems, his feet were always firmly 
planted on the ground. He was no amateur in mundane 
affairs, and consequently his philosophical preconceptions 
never blind him to the possible expediency of waiving the 
application of those inferences which would seem to be 
implicit in his starting point. So also, though Adam 
Smith is undoubtedly optimistic in his general outlook* 
he is far from thinking that alFs right with the world 
when it comes to particular cases. 

For the eighteenth century one method of stating the ^ 9 

economic problem was to discover and lay bare the source 
of wealth. The mercantilists, speaking broadly, had 


I 


# 
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^ ‘ attlibuted the iiiciease (d llu* nation’s wealth to a favour- 
** hdlarice of trade; tlie Physiociats had found that 

all wealth comes fiom agiicnltme, and that all other 
f?" p occupations aie “ nfipuKlndice/* Adam Smith’s c^pening 

sentence is siguihcant of his whole position : “ 1 Ik* animal 
labour ol i*veiy nation is the fund whidi onguully 
supplies it with all the mressaues and eonvf'niema’S of 
life which it annually consumes/’^ The* soiure of all 
I wealth is thus found in lahoui, and to tins is due the 

I rathcT misleading piactire, eunent cm the Continent^ of 

\ ^ leferring to Smith’s system (or Sinithianismus) as the 

indnsitiai system. It is misleading because Atlim Smith 
in fact wrote befon* the Industiiai Revcdiition and is 
therefore in no wise its expememt or apologist, as is 
sometimes assumed; he is, inon*over, much moie favour- 
able to agriculture and much more critical ot the industrial 
and commercial interests than is fre<|uently realized, 
Increase of wealth, on Smitids initial assumption, will 
therefoie depend on the skill, dexterity and judgment with 
which labour is applied. It is thus that Smith is led 
directly in the first chapter of the fimt book to expound 
the principle of division of labour. The principle of 
division of labour is clearly in no sense new. It lay at 
the root of Plato's ideal state; Xenophon, as we have 
seen, knew all about it, and the proverbial wisdom of all 
nations has rendered homage to the ei^ential part of tlie 
doctrine. Yet popular opinion is right in attaching 
peculiar importance to Smith's exposition. For here, 
0*!^ division of labour is placed in the forefront as the cardinal 

^ fact of economic life. The reaction of this on Smith's 

^ doctrine is enomious. The influence of this fundamental 
conception in two directions may be indicated. In the 
first place, division of labour postulates exchange later: 
and in fact Smith, from his starting point, fe W at the 
* The Wmltk of Nutioms, Introductba wad plan. 
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next stage to consider money and value. It has been said ^ 

that the weakness of the Physiocrats is that they had no 

theory of value; Smith's point of departure inevitably r 

impelled him to a consideration of this problem. In the 

second place, the emphasis laid on division of labour and 

its inevitable concomitant, the subsequent exchange of 

products, led Smith to look on society as a vast concourse 

of people held together by the exchanges effected between 

them, and also to regard wealth as increased by anything 

tending to increase these exchangeable values. Here lies 

the root of much German criticism of Smith's thought. 

The significance of the opening chapters therefore lies 
not so much in what Adam Smith says with regard io 4 ^ fr 
division of labour as in the central and dominating place |X 

which it occupies in his theory. That division of labour 
leads to increased output; that its advantages spring from 
increased dexterity, from economy of time, from the 
encouragement it gives to inventions are not, in them- 
selves, epoch-making discoveries.^ Even the further^ 
celebrated dictum, that division of labour is limited by 
the extent of the market,^ is, properly viewed, little more 
than a truism; for the extent to which labour can be 
divided will clearly depend on the amount of work to be ^ 

done or, othei'wise expressed, the extent of the market. 

His explanation of the effects of division of labour is more 
satisfactory than his account of the principle which gives 
occasion to it. It is not, he says, the result of human 
wisdom, aiming at increased opulence. It springs from a 
natural tendency to truck or barter, as though the mere 
act of exchange was in itself one of the joys of Ufe/** But 
having made this lapse into the comparatively absurd, 

Smith at once and more reasonably makes division of 
labour the expression of man's continual need for the 

^ Ibtd», Book I, chap, x, 

® Ibid., Book I, chap. 3. 

® Ibid., Book I, chap. a. 
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co-openition and assistance of Ms fellows. ** Man has 
almost constant occasion foi the* help of iii^ bicihien, and 
it is in vain ioi him to expect it fioin thidr benevolence 
only.” Anti the tine Stnith hiithtn adds: ” It is not horn 
the beoevolent'e at llu* butdicr, tiie biewer, or the baker, 
that we expect our dinner, but bom tiu‘ii legaid to their 
own mteiest.” On this view each one, lalK>tning to satisfy 
the needs of others, secures at the saint^ time that otliers 
will supply his wants, Sociedy is helt! togetlrer by 
exchanges which uit‘ prompted by selfdnteresl, and which 
are fonndetl on division of labmu . 

Haviirg thus disposed of division of labour in the first 
three chapters, Smith proceeds, in the fourth, to discuss 
origins of mont‘y, the nei‘d for wliich he makes one 
of the consequences of the rise of differ ent ocxnipations 
among men. ** Every man . . . becomes in some measure 
a merchant,” and therefore, in effect, a currency is 
required to serve as ” the universal instrument of com- 
merce.” Thus emerges the idea of ” relative or 
exchangeable value of goods,” and we arrive at that 
celebrated, almost notonous, paragraph in which Smith 
says tliat value has two different meanings, sometimes 
^ expressing the utility of a particular object, and some- 

times its power of purchasing other commodities-— the 
jsaA-'O- former being ” value-in-use,” the latter ” value-in- 
exchange.” He correctly notes the paradox of value, 
citing the instances of water and diamonds to show that 
a high value in use may be combined with little or no 
value in exchange, and converaely. Here is the fruitful 
source of much discussion, above all when the Austrians 
take the boards. But as for Adam Smith, in the 
immortal words of Mr. Hubert Phillips, 

The wily bird 
Had never heard 
Of marginal utility. 




ADAM SMITH ^^9 

Enough at this stage to note that Smith, having staled 
value-in-use ” in the face, proceeds to consider va uc 

in-exchange. ^ . 

The next three chapters, so far as subject matter is 
concerned, logically develop the conception of excbange-» 
able value thus arrived at. In the first place, Adam Smi i 
is concerned (in chap. 5) to consider what is the lea 
measure of this exchangeable value. This is one of the 
most obscure chapters in Smith, and it is difficult 
the impression that in Smith's mind two entirely duteien 
questions were confused. At times he seems to be cis* 
cussing what is the delciininant of valuej again he seems 
to be considering what, in this wa^yward, changi’ab e 
world, is the best, because the most stable, measure 0 
value. Conceivably the value of my fountain pen may 
be determined by the amount of labour that went to its 
making, and if it costs los., that may be because los. 
worth of labour, however calculated, is incorporated in 
it. That is one question; but witnessing the oscillation in 
the value of los., calculated in 1800, 1890, 1920, to go 
no further, I may feel that I am not very much further on 
when I say that my pen is worth los. But if to-day a 
charwoman will work for 5s. a day, I may say that my 
pen is worth two days' work of a charwoman. In that case 
I should be regarding labour as a better measure of the 
value of my pen than its gold price. To consider what is 
the determinant of value, and what is the ideal measure of 
value are indeed two questions, and in the main it is the 
latter which Smith is after. Without descending into 
minute points of textual criticism, the main conclusions m 
this important chapter may be indicated.^ Perhaps the 
most fundamental passage is in the opening statement. 

The value of any commodity, therefore, to the person 
who possesses it, and who means not to use or consume 
it himself, but to exchange it for other commodities, is 

E 
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equal t» (ho cjiuutity ol laboiu which it enables him to 
^purcluisc (>i coiiiniaii<l. Lalmiir, therchire, is the real 


w- 


tne.isuu ctf the e\clun(>eable v.ihie tst all cuinmoflities.’ 


^ III shoit, the value oi anythin):; to a possessor who 
w.iuts to exchange it, is best iniaMited by the quantity 
of labour which its selling puce will secure. 

But though labour in this sense is tlu' real measure ot 
the exchangeable value ol commotiilies, then value is in 
general otherwise estimated; fiom motives of convenience 
and custom they are in fact estimated in money. But 
whereas gold and silver vaiy in value, *' equal (luantitics 
of labour, at all timi's and places, may lie said to be 
of equal value to the labomer.” Piesumably he means 
that an aching back to Adam, after his expulsion from 
the gartlcn of Eden, is equivalent to the aching hack of 
a navvy taking up Regent Strecd. With one other 
possible standard Smith toys for a moment. Equal 
quantities of com, representing the subsistence of the 
labourer, will answer the purpose, probably better than 
any other commodity; and indcc'd, if we assume a 
generally operative subsistence law of wages and a 
uniformity in the requirements of life, this comes to pretty 
much the same standard as labour. The final conclusion 
is that " labour, there fore, it. ap pears tLvidcntlv, is the 
onl]|^nivereal, as well as the only'accurate, measure of 
value the only standard by which we can compare 
the values of different commodities, at all times, and at 
all places.”} From century to century, corn is a better 
standard than silver; from year to year, silver is a 
better measure than com. The whole discussion |s 
befogging, involving not merely wholly unwarranted 
assumptions about the stability of the value of labour, but 
also a semblance of circular reasoning. The important 
point, however, is that Smith’s conclusion primarily 
relates to labour regarded as the best measure of value, 
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and that, apart from certain ambiguities of expression, 
the argument is not directed, here at least, to pioving 
that labour is the determinant of value. 

In the following chapter (Book I, chap. 6) Smith 
proceeds to consider the component parts of the piice of 
commodities. In an '' early and rude state of society/' 74^ , |> tx J* 

before the accumulation of stock (capital) and the appro* 
priation of land, he clearly now makes labour both the ^ 

determinant and the measure of value. At this stage the 
whole produce of labour belongs to the labourer; and (a 
different order of idea) the quantity of labour commonly 
employed in acquiring or producing any commodity is 
only circumstance which can regulate the quantity of 
labour which it ought commonly to . . . exchange for." 

This, however, is only in the early and rude statt‘ of 
society. When capital accumulates, over and above thc‘ 
price of materials and the wages of the workm(m, there 
must be something for the profits of the undertaker. 

Although Adam Smith regards the profit of stock as 
merely wages for a particular form of labour, they are, 
he contends, regulated on wholly different principles from 
ordinary wages. At this stage neither does the whole 
produce belong to labour, nor is labour any longer ^ 
specifically the determinant of value. Lastly, a thin! 
element arises with the appropriation of land. " The 
landlords, like all other men, love to reap where they 
never sowed, and demand a rent even for its natural 
produce." Smith, whose views on rent were never clear, 
here regards it, it will be observed, as mere extortion. 

Thus we have the very familiar tripartite division whereby 
ia,^l jp rices ^^ jhere is an element of rent, of wages and 
profit s, ^c^i^Mnding to the great trinity, Land, Labour 
and Gapjitab 

/ But how does this work out in practice? The following 
chapter (No. 7) " Of the Natural and Market Prices of 
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Commodities/’ contains Smith*s answers. He postulates 
(it is largely an assumption) in each society an ordinary 
or average rate of wages, of profit and of rent. These 
ordinary or average rates he calls the '' natuial rates'' 
(a horrible qnestion-begging phiase) at tin* time and 
plac(i in whidi they prevail. (Corresponding to tins is 
the natural price ” of a commodity, whidi is arrived 
^ at whem it yields the natural rates of wages, profit and 

* rcait. In that case the commodity is sold precisely 

4’ for what it is worth/' an expression whidi seems to 

^ ^ , imply that value is an objective reality, iaipable of being 

In short the natural (or shall wt* say 
normal"?) price represtaiis in its essence a " cost-oL 
pro<Iurtion " theory of value. The natural price is in its 
. nature an ideal; opposed to it, is the actual or marked 
Hi which is arrived at by conditions of demand and 

^ supply and the competition among buyers and sc*llers. 

; As a result of this competition, th(i natural price will be 

i the central price to which prices will continually gravitate; 

I but in certain exceptional cases the market price may for 

f a long period of time be above the natural price. Of 

I such cases he notes what we should now call quasi-rents, 

I ^ as represented by increased demand where " secrets in 

manufactures" are for a time successfully kept; cases 
where conditions of production are limited, but the 
demand is great, as in the case of wines requiring a 
peculiar soil and situation, and also the cases of monopoly, 
where the price is " the highest that can be got," Such, 
then, is Smithes theory of value. In short, the ideal 
measure of value is labour : at any given moment value 
is determined by conditions of demand and supply, but 
under the infiuence of competition it o«^stantly tends 
towards the cost of production, apart from exceptional 
cases where the seller is favourably situated* 

Having thus deduced the contributory factors of 
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Labour, Capital and Land, Smith in the remaining 
chapters of the first book proceeds to consider how the 
corresponding revenues, that is to say wages, profits and 
rent, are determined. The eighth chapter, dealing with 
wages, is an excellent example both of the strength and 
(if one so chooses) the weakness of Smith. It may be 
suggested that his arguments lead to no definite conclusion 
with regard to a tenable theory of wages; on the other 
hand he suggests many trains of thought, and there are 
indeed few subsequent theories of wages which cannot 
appeal for support to some passage in this chapter. 

The chapter opens with the doctrine that tlie 
produce of labour constitutes the natural recomi>ense or 
wages of labour '' — a phrase again embodying the unfor- 
tunate word natural/' In the original stale of socii‘ty, 
Smith says, ''the whole produce of labour belongs t(»^ 
the labourer/' Here at the outset, if one cares, is high 
sanction for the doctrine of the " right to the whole 
produce of labour," which distinguishes a large part of 
nineteenth century Socialist theory. Such a position, 
however, cannot survive the appropriation of land and 
the accumulation of capital. Somewhat shifting his 
ground, Smith next outlines a theory of wages resting on 
the bargaining strength of employers and workers— in 
effect demand and supply as applied to labour. Wages 
depend upon a contract between workmen who desire to 
get as much, and masters who desire to give as little as 
possible. Hence there will be a tendency to combine on 
both sides, but Smith has no doubts on which side the 
advantage will lie. Masters are few and can combine 
easily, whereas combinations of workmen are prohibited. 
Masters can hold out longer. Desju’te appearances, 
" masters are always and everywhere in a sort of tacit, 
but constant and uniform, combination, not to raise the 
wages of labour above their actual rate." In every sense 
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the master is in a strong position, while the woikmen 
^ ^ . seldom derive any advantage from their “ tmiinltuoiis 

I combinations/' Wages, then, depend on a baigaiii, but 
the bargaining stiength is on one side. Tliere is, 
^ howt^ver, a lower limit below which it is impossible to 
reduce wages for any coiisiderablc lime. The labourer's 
wage must be sufficic'nt to suppoil lumself and to enable 
him tcj bring up a family, if thi‘ lace of woikmen is to 
4 ^ maintained. ilen‘ is fon^shadowed the Iron Law of 

Wages, arrived at as the natural outcome of a l>argain 
in which the pull is all cm <me side*. 

ProccH'ding to consider cases where tin* labourer has an 
advantage (as in the ** scarcity of hands"), we fmd 
ourselves cpiivering on the brink of the wages fund 
theory: " The demand for those who live by wages, it 
is evident, cannot increase but in proportion to the 
increase of the funds which are destinc'd to the payment 
of wages." While the fund for the payment of wages 
is thus dependent on national wealth, it is not the actual 
greatness of national wealth that is decisive, so far as 
wages are concerned, but its " continual increase." It 
is therefore not necessarily in the richest countries, but 
in the most thriving, that wages of labour will be 
highest. Here we seem for a moment to be approaching 
the later produce theories of wages: " The libera! reward 
of labour, therefore, as it is the necessary effect, so it is 
the natural symptom of increasing national wealth." 
Contrariwise, in a stationary state wages may be low. 

The chapter concludes with an extraordinary anticipa- 
tion of the essence of Malthusianism in its relation to 
wages: 

" Every species of animal natumlly mul%lies k proper- 
^ I I tion to the means of their subsistence, and no species can 

' / ever multiply beyond it. But in civilized society, it is 

^ 1^ only among the inferior ranks of people that the scantiness 
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of subsistence can set limits to the further multiplication of 
the human species; and it can do so in no other way than 
by destroying a great part of the children which their 
fruitful marriages produce/' 

High wages, on Malthusian lines, will increase the 
number of workers. If there is an increased demand 
for labour, wages must rise to stimulate the production 
of workers. Wages, in fact, reflect the demand for 
labour : 

It is in this manner that the demand for men, likt‘ that 
for any other commodity, necessarily regulatc.s the pro<luC“ 
tion of men, quickens it when it goes on too slowly, and 
stops it when it advances too fast." 

This sentence summarizes Malthus with a terseness and 
incisiveness which Malthus himself might have envied. 

In the main, then, Adam Smith's discussion of wages 
is interesting because he gropingly anticipates so much 
of later thought. The doctrine on which he lays most 
stress is that which makes wages the resultant of the 
bargaining strength of the two parties to the contract, 
and the bearing on this of what he calls the progressive, 
the declining and the stationary state. 

In turning, in the ninth chapter, to profits, Smith 
emphasizes that these also, like wages, depend upon the 
increasing or declining state of wealth of a country, but 
the relationship is in the opposite direction. Increase 
of stock, by leading to competition, will mean a diminu- 
tion of the rate of profit. An indication of the rate of 
profit is to be found in the current rate of interest# 
inasmuch as a high rate of interest betokens that a 
profitable use can be made of capital. The general 
theory thus presupposes that wages and profits will 
move in opposite directions, not because of the exploita- 
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lion of labour by capital, but iK^rause the iiirreasing 
abnndanru of capital, on wliich high wages ilepencl, 
leads likewise to capital ccniimanding a lower reward. 
To this geneial temEncy then* are two exri‘ptions: in 
iu‘w ccdonies, wages and pioiits nriy In* high siniultane- 
ously, and in a stationaiy state, in a comitiy with its 
* full compleinent of riches, both may be low. 

So much for wages ^md piohts in geiieial What, 
liowever, will dideiinim* their vaiiations as lx tween 
different empk)yments This, so far as wages aie eon- 
cerntM, leads to om* of tlie most hackneyed passages in 
Smith (chap. to). Broadly, wages will wiry in employ- 
ments, according to their agreeableness, the* case hi 
learning them, tlic constancy of employment they offer, 
the trust imposed, and the probaliility ot success, ilis 
treatment of this question is apparently one of those 
things which agt^ cannot wither, howiwca* much custom 
may stale its finite variety. His observations through- 
out are just and pertinent; !)ut as a general criticism, it 
may be suggi'sh'd that Smith’s explanations only account 
for wage-difft^nax'es in employments l^etweim which 
labour is easily transferable. He overlooks the fact that 
the reservoir of labour is not one, but rather tliat labour 
consists of many groups which are isolated from each 
other, Smithes five causes rather inadequately explain 
the difference in remuneration between a fashionable 
doctor and an unskilled navvy, between a Hollywood 
star and a professor of Political Economy. Of these five 
causes of variation, it should be added that Smith 
regards two only as applicable to profits, viz., the agree- 
ablcness or disagreeabkmess of the busiiu^ss and the risk 
invoked. Moreover, agreeatdeness atects the 'employers 
far less ihaft 1ho wdricir. Therefore, on gemend grounds 
Smith infers that rates of profit will vary less than rates 
of wages. On the general treatment of profits," it is 


ADAM SMITH 


137 


noteworthy that for Smith, profit is equivalent to the 
total return to capital, and that therefore interest is 
merely a constituent element in piofiis. Otherwise 
expressed, there is no systematic analysis of gioss profits 
or net profits. ^ 

Lastly, there is Rent (chap, ii), with regard to which ^ 
Smith remains amphibious. His main statement tends 
to look upon rent as mere extortion. It is naturally 
the highest which the tenant can afford to pay in the 
actual circumstances of the land.'" What is left over 
"'is evidently the smallest share with which the tenant 
can content himself, without being a loser, and the land- 
lord seldom means to leave him more/' So far from 
rent representing a reasonable profit on money sunk in 
improvements, the landlord, he goes on, demands a 
rent even for unimproved land. Ricardo, later, boggling 
at the even," would say that this alone was rent. 

The rent of land is therefore naturally a monopoly 
price." Conjointly with this, there is, curiously, the 
purely Physiocratic doctrine that rent springs from the 
bounty and generosity of Nature: 

, " Land, in almost any situation, produces a greater 
I quantity of food than what is sufficient to maintain all the 
I labour necessary for bringing it to market, in the most 
I liberal way in which that labour is ever maintained. . . . 

I Something, therefore, always remains for a rent to the 
I landlord." 

With all its confused thought, this is precisely the 
Physiocratic view. Here there is no Ricardian finesse, 
no subtle juggling with land at the margin. 

For a conspectus of the economic views of Adam Smith, 
the second book dealing with " the nature, accumulation, 
and employment of Stock'' (i.e., capital) is of less 
importance than the first, but here also there are points 
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which reveal the essential Smitli. His analysis oi the 
meaning of capital and his accotml of fixed and ciiciilating 
capital nied not detain us, hut ids discussion of the 
accunuildtion of capital and the distinction bedween 
piodnctive^ and unpioductivc laboiu have Invn the 
occasion of so much ciiticlsm on the pait of those wi iters 
who are unsympathetic to Smitiuanismns that these 
points ought not to be passed ovei in sik^nee. 

The distinction between productive and unpioductive 
labour, as has been seen, was an evil legacy of the 
Physiocrats; but with Smith the woids have a new 
meaning. Productive labour is now that labour which 
value to the material w<Hke(l upon; unpioductm* 
‘labour is labour which, however usidub results in no 
increase of value. In Smith’s vigorous language, the 
labour of the manufacturer fixes and realirx's itself in some 
particular subject or vendible commodity, which lasts 
tor some time at least after that laboui is past/’^ It has 
therefore been pioductive. On the other hand, the ser* 
vices of a menial seivant, taking him as an example of 
unproductive labour, generally perish in the very instant 
of their performance ’'—and forthwith into tfiis galley, 
along with the menial servant, goes the soverogn,. ^ 
accompanied by all the army, the navy and the civil 
service, followed by churchmen, lawyem, buffoons and 
opera dancers. All these— and it is a hard saying- 
render services which perish in the very instant of their 
performance. 

But do they? the ordinary man asks* Adam Smith’s 
test of productive labour is that the labour should realize 
itself in a ** vendible commodity or result in a higher 
vendibility. On this, as much as anything, is based the 
charge of materialism which the German idealist school 
brings against Smith. His view of wealth, it is said in 
^ Th0 Wmlih of Naiium, Emk II, chap, 3. 
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criticism, is that it consists of things that can be and ate 
brought to the market and sold; and consequently that an 
increase of wealth occurs whenever there is an increase of 
exchange values. The whole controversy with regard to 
productive and unproductive labour strikes us nowadays 
as rather futile — a fertile field for suggesting insoluble 
conundrums which are sometimes not imamusing. Two 
things only need be said : firstly, there may be all manner 
of occupations which are unproductive in the Smithian 
sense, but yet indirectly are of the highest productivity. 
The doctor who saves the life of a worker should be 
allowed some share in the worker's later productivity d 
and a nation whose existence has been saved by an aimy 
of mercenaries, ought not, in writing their (*pitaph, to 
record that their services perished in the instant of their 
performance. Secondly, precisely the same services may 
or may not result in an increase of exchangeable values* 
The pastry-cook who produces a pie and sets it in the 
shop window, may pride himself on the productive labour 
which he has fixed in a vendible commodity; but what of 


the cook-general, a menial servant, whose pie perishes in 
the instant of its production? 

The other point in the same chapter which is pre- • 
eminently characteristic of Smith is his emphasis on p * 
parsimony as the basis of accumulation, not merely of 
private wealth, but also of the wealth of the State. To 
parsimony, indeed, rather than to industry, the increase 
of capital must be attributed. Though unacceptable later 
to Lauderdale, this psean, admirably adapted to furthei 
the Savings Movement, is on reasonably orthodox lines. 

Every prodigal is a public enemy, and every frugal man 
is a benefactor; and reasons for this faith are vigorously 
annexed. What is important in Smith's exposition n, 


1 As Mill, later, realized; but it only led him deeper into the 
bog. 
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however, the manner in which he links this up with his 
fundamental principle of sidf-inten^st, which is, by its 
impulse to econoni}’, a power capable of saving the State, 
the errors of government notwitlistanding : 

Tliis frugality and good conduct, however, is, upon 
most ocrasio!is, it appeals from exptuicuK'e, stiflkient to 
compensate, not only the piivate prodigality and mis- 
eonciuct of individuals, but the public extravagance cd 
government. The unifonn, c<uislant, and uninterrupted 
effort of e\’ety man to better his condition, the principle 
from wfiich 'public and national, as well as privah* ** 
opulence is oiiginally derived, is fre<|uently poweiful 
enough to maintain the natural progress of things towards 
impiovemcmt, in spite both of tlie (\xtravaganre of govern- 
ment, and of the gieatest errors of administratkan Like 
the unknown principle of animal life, it frequently n^storcs 
health and vigour to the constitution, in spite not only of 
the disease, but of the absurd prescriptions of the doctor/' 

Here self-interest becomes the veiy life force of society, 
saving the State in spite of itself,^ 

The last chapter in the second book (chap. 5) deals with 
the various ways in which capital may be employed, 
and their relative advantages from the point of view of 
giving .encouragement and support to productive labour. 
Smith's argument is remarkable, firstly, for the notable 

* Another passage in the same chapter lays even greater stress 
on the permanent pervasive inUnence of self-interest, though 
without linking it up with the ptsbiic benefits flowing therefrom: 

** But the principle which prompts to save, is the desire o! better- 
ing our condition; a desire which, though generally calm and 
dispassionate, comes with us from the womb, and never leaves 
us till we go into the grave. In the whole interval which 
separates these two moments, there is scarce perhaf)s a single 
insUnce, in which any man is so perfectlv aiul completely 
»itisfied with his situation, as to ba wtthouf any wish of filtem- 
tion or improvement of any kind. An augmentation of fortune 
ii the means by which the greater part of men propote and 
wish to better tneir condition,’* etc, etc. 
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infusion of Physiocratic doctrine, of which Smith was 
never able wholly to rid himself, and secondly, for its 
enunciation of laissez-faire doctiinc, more fully elaborated 
at a later stage. The problem is to determine in what 
order the various possible employments of capital should 
be ranked, having regard to their comparative advantage* J 

ousness to society. At the head Smith places agriculture: 

No equal capital puts into motion a greater quantity oi % v 

productive labour than that of the farmer.'' But th(‘ 
reasons he assigns are almost exclusively Physiocratic in 
character, based on the assumption that in aguculttne, 

Nature is herself an active co-operating agency : 


''Not only his laboming servants, but his labouring 
cattle, are productive labourers. In agriculture, too, 

Nature labours along with man; and though her labour 

costs no expense, its produce has its value, as well as tliat.. . 

of the most expensive workmen/' ^ 

|'v«. I * 

Nature herself, in short, produces something which has a 
value; it is Turgot's "pure gift" over again. After 
agriculture, Smith places manufacturers, and in the third 
place the " trade of exportation/' Smith here is at one 
with the Physiocratic reversal of the mercantilist scale of 
values. So far as concerns trade, the home trade, trom 


the point of view of employment, is preferable to the. 
foreign trade of consumption, and that again is preferable 
to the carrying trade. But natural forces " without any ^ 
constraint or violence " wshould determine the distribution 1 
of capital between the different employments: 


" The great object of the political economy of every 
country is to increase the riches and power of tliat 
country. It ought, therefore, to give no prefi*renrc nor 
superior encouragement to the foreign trade of consump- 
tion above the home trade, nor to the carrying trade 
above either of the other two. It ought neither to force 


14Z DEVELOPMENT OF ECONOMIC' DOCTRINE 

nor to allure into either of thost^ two dianni'k a greater 
share oi the capital of the country than what would 
iiatnially flow into them ot its cwvii arconl/’ 

Thus does Adam Smith, lhi‘ great apostle of laissezjmn\ 
deploy his forces for the giand argument in the fourth 
book. 

The fourth book, designatt‘d Of Systems of Political 
Economy,’* is devoted hugely to a criticism of the mercan- 
tilists, and to a smaller extent of the Physiocrats; and it 
is lK‘re, as against the mercantilists, that th o lull amninem 

A<lam 

Smith’s statement of the nnurantilist position, crudely 
that wealth consists in money, or in gold and silvtu*/’ 
is not wholly above reproach, i>ut w(‘ are here concerntHl 
with the development of his own views rather than witli 
his representation of the views of others. With becoming 
brevity, his view may be taken to be that gold and silver 
are commodities on the same footing as any others, and 
that the natural course of trade will bring to any countiy 
the gold and silver it requires : 

A country that has when^withal to buy wine wilt always 
get the wine it has occasion for; and a country tliat has 
wherewithal to biiy gold and silver will never be in want 
of these metals. They are to be bought for a certain price, 
like all other commodities; and as they are the price of all 
other commodities, so all other commodities are the price 
of these metals.'*^ 

The freedom of trade that brings us the wines we require 
can be relied on to bring us the gold and silver we require. 
Moreover, on account of their small bulk an<I great 
value, no commodities regulate themselves more easily or 
perfectly to the effective demand for them than do the 
precious metals* 


^ Ibid , Book IV, dmp. i. 
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Not only so, but on lines familiar to modern monetary 
theory, Smith argues that it is a futile proceeding to 
endeavour to restrain gold and silver from leaving the 
country, if the natural course of trade would lead to thc‘ir 
withdrawal. '"All the sanguinazy laws of Spain and 
Portugal cannot prevent the exportation of gold and 
silver from these countries if, owing to excess of the metals 
there, they should fall in value below what they command 
elsewhere. This is merely the familiar point, already 
encountered in Hume, that excess of gold will result in 
high prices which, by making the country a good country 
to sell to and a bad country to buy in, will result in a 
drain of gold until equilibrium and stability are again 
established. Gold and silver are, indeed, less essential 
than other commodities. If provisions are waizted, the 
people must starve"'; but there are expedients, as in a 
paper currency, for getting along without gold and silver. 
It is only a small part of a nation's produce that is 
required for purchasing gold and silver from neighbouring 
countries; the greater part is circulated and consumed at 
home; even of that w'hich is sent abroad, the greater part 
is destined for the purchase of foreign goods. All this 
could go on without the mercantilist itch for gold. The 
whole of Smith's argument thus tends to look upon gold 
not merely as a commodity stripped of mystic qualities, 
but as a commodity which is really subservient to other 
commodities, and therefore less important : 

'' Goods can serve many other purposes besides purchas- 
ing money, but money can serve no other puroose besides 
purchasing goods. Money therefore necessarily rum after 
goods, but goods do not always or necessarily run after 
money. 

'' Look after trade, and the gold will look after Itself/' 
^ Ibid., Book IV, chap, i. 
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is, in effect, the sum of Smith's it*arhing on this point. 
Claims that gokl is a more durable fonn of we*ilth ri^st on 
a misconception, Hardwate is more durable than wine, 
but we do not theietoie heap tip Irarchvaie '*to the 
incr(‘dible multiplication of the pots and pans of the 
rmmtryd' The ntunher of peds and pans which it is 
expedient a ronntry should posst'Sh is liinitc‘d by the use 
there is for these utensils, and in the same manner the use 
there is for the precious metals Sids a limit to the cpiantity 
of these which any countiy^ may wisely or profitably 
possess* IncHMse the use of g<dd and sihar, and you 
will infallibly increase the <|uaniity*C if you artiheially 
increase tlie (piantity beyond the use there is for them, 
nothing will pievtmt the metals freun going elsewhertu 
If fortign trade does not c'xist for the purpose of 
acquiring gold and silver, when^in lie its a«lvantages? 
Adam Smith replies that it brings two distinct benefits. 
It carries out sinplus produce, and it brings liack some** 
thing for which there is a demand. More significantly for 
Smitlds general standpoint, as a result of fonign trade 
the narrDwn(‘SS of the homc» marked does not hinder the 
division of labour in any particular branch of art or 
manufacture from being carried to the highest perfection/* 
Foreign trade is, in fact, for Adam Smith, merely an 
extension of domestic trade. It extends division of 
labour; it increases specialization; it multiplies exchanges. 

So much for Smith's general criticism of mercantile 
assumptions. It is difficult to resist the impression that 
he somewhat overstates his case in arguing that gold is a 
commodity exactly like any othc‘r. Originally it doubtless 
was; but when one commodity, for whatever cause and 
whatever it may b<% becomc'S the imiversally accepted 
medium of exchange, it attarlu's to itself qiitliiies which it 
did not possess before its elevation to the rank of money; 
and henceforth it is bound to be a commodity somewhat 
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different from all others. The fact that gold is universally 
acceptable, that it is consequently wealth which can be 
potentially applied in any direction, suificiently distin- 
guishes this utensil from Adam Smith's pots and pans. 
Smith next proceeds to consider the various expedients 
whereby the mercantilists had sought to secure a favour- 
able balance of trade. His most instructive and illuminat- 
ing chapters are those which relate to restraints upon 
imports. Of such restraints he distinguishes two kinds, 
the first being restraints upon the importation of such 
commodities as might be made at home, irresptTtive of 
the country they come from; while the second class is 
represented by the mox*e mercantilist idea of restraints on 
all goods which happen to come from countiies witli which 
the balance of trade is unfavourable. Tlu^ first is the 
typically straightforward protective duly, aiming at giving 
a monopoly to the home producer. Such a protective 
duty, Adam Smith admits, may give encouragement to 
any particular industry to which it is applied, and may 
direct labour and capital in that direction; but as industry 
is limited by capital, such a regulation cannot increase 
the quantity of industry in any country beyond what the 
capital will maintain. A protective tariff will therefore 
merely divert industry from one trade to another."^ 
Moreover, Adam Smith argues, it will divert it from a 
more advantageous to a less advantageous channel. And 
this for two reasons. Firstly, from motives largely of 
security, the merchant will prefer to put his money in the 
home trade rather than in the foreign trade of consump- 
tion, and in the foreign trade of consumption rather than 
in the carrying trade. But that is the order in which the 
possible uses of capital are to be arranged, viewing them 
from the point of view of their advantageousness to the 
country. The second reason is more fimdamental, and 
^ im., Book IV, clmp. 2, 
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leads to the core of Smithes docliine. Every iiKiivkhial is 
aiming at a profit, and therefore uses his capital where 
the produce is likely to be of the gri‘ati‘st vatuc\ But the 
annual revenue of society is tlie sum total ot all that Is 
pHKliired. Theieloi<‘ each imlividuah puisuing his own 
ends, is unconsciously helping to inciease the wealth of 
the wliole: 

He generally, indeed, neither intends to piomote the 
public iuterc'st nor knows how much he is promoting it, 
F»y pieteniug the suppoit of domestic to that of foreign 
industry, liv inttmds only his own secuiity; and hy (liiect* 
ing that industiy in such a manner as its picnhict* may be 
of the greatest value, he intends only his own gainfand 
he is in this, as in many otluu' cases, led by an invisible 
hand to promote an end which was no pait oi ins 
intention,'^ 

Such is the invisible hand whose inteivi*nlion miracu- 
lously harmonizes the pursuit of gain with the promotion 
of the public good— the quasi-religious sanction of laissez- 
faire. i\Ioreover, in the pursuit of his own interests, each 
one is a reasonably comp<dent judge; certainly, knowing 
the local circumstances, he is a better judge than any 
Government, It is a most unnecessary attention '' on 
the part of a statesman to direct private people how they 
shall apply their capitaL and this is what is done when, 
by restraints placed on imports, trade and industry are 
diverted into channels winch they would not have taken 
of their own accord. Protective tariffs are, in short, 
either useless or hurtful— useless, if without them the 
home product is as cheap as the foreign: hurtful, if it 
prevents people buying in the cheapest market : 

It is the maxim of every prudent master of a family 
never to attempt to make at home what it will cost him 
more to make than to buy. , . . What is prudence in the 
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conduct of every private family, can scarce be folly in 
that of a great kingdom/'^ 

Such, in somewhat condensed form, is the substance' 
of Adam Smith’s argument for Free Trade. Fortunately 
it is not necessary here to try the great issue; but, 
without in any way impugning or even considering the 
case for Free Trade, it is worth noting how essentially 
Adam Smith’s argument is based on the ideas and ih(‘ 
circumstances of his time. The basic arguments are 
two : firstly, that there is a natural order in which men 
direct their capital and their enterprise', and that tliis 
natural order follows a descending grade of advan- 
tageousness from the country’s point of view. This 
corresponds to the conditions of the time wlnm capital 
was relatively immobile, and when men were timorous 
of letting it out of their sight. Home is, in this 
manner, the centre,” says Adam Smith, ” round which 
the capitals of the inhabitants of every country arc* 
continually circulating.” With the development of 
foreign investment and the internationalization of finance 
and enterprise, no one would say this to-day. Th<* 
second main argument is that of the invisible hand, the 
divinity which shapes our selfish ends to ptiblic pur- 
poses. Frankly, we do not believe it; rather have we 
learned that the interests and the prosperity of the 
individual may be in conflict with the well-being of the 
community, that no such simple process of mathematical 
integration as Smith suggests is permissible. If so, there 
must be a restraining power, and the restraining power 
can be vested nowhere but in the State itself. We have 
thus lost faith in the fundamental assumptions of lahmz- 
faire, and Adam Smith's observations on the ** folly and 
presumption " of Government intervention, the outcome 

^ Ibid,, Book IV, chap. 
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of man}’ initating restiictions on trade, do not awake 
the ready lesponse that once they did. Yet Adam 
Smith was far from l)eing tht‘ dDciriiiaiit* fu*e tiader of 
the type which a latei mneiation piochua^tl, f!t‘ notes 
two cases where some l)ui{len should la* placed upon 
fmeigm for the encou!agenK‘nt of domestic, industry; 
and two otheis wheie tin* matti*r is, as he says, one for 
delibeiatioii. Two of these at hsist are such that Adam 
SmithY authoiity m.iy be, and has Ix'en, invoked in 
support of faiily wide* depaituo's fiom Frf*e Tiade policy. 
The first dt'fmiie exctplion is ’* whtm s-oiut' paiticuku 
sc^rt of industry is neci^ssary for tin* defenre* of the 
country/' Defence is of inoji* iinpcn tarn e than opuk^nee, 
in Smith's famous dicluin; and Smith, an anient patriot 
in spite of cosmopolitan teudencits, appiovt‘s ol the 
Navigation Act on this ground. In tliese days, when in 
the event of war the whole nation and all its resources 
are pitted against the (mcmiy. it is obvious tlait this 
exception, if admitted, will claim a wider application 
than in SmithC tinns 

The secoiul defmiU’ isxception is of little importance in 
these days: it relates to the imposition of an import 
duty where a tax of the* nature of an excise duty is 
already imposed on the domestic production of a com- 
modity. This merely equalises the conditions as between 
the home and the foreign goods, and it is therefore 
merely a stc‘p tcnvanls equality of treatment. The first 
of the two matters of deliberation relates to the vexed 
question of retaliation, where high duties aie imposed 
by a foreign country, and where the object of intro- 
during duties is to persuade the foreigner to remove his. 
Of such duties, Smith gives a vague approval, if they 
aie lik(‘ly to succeed; but whether or not they are in 
any case likely to succeed he refers to tluit ** insidious 
and crafty animal vulgarly called a statesman or 
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politician/' The fourth of the exceptions (the second 
of the cases for deliberation) relates to how far and in 
what manner it is proper to restore Free Trade when 
it has been lost. The argument is not without interest 
in modern times. Smith realizes that the sudden 
introduction of Free Trade may result in wide unemploy- 
ment in industries suddenly exposed to foreign com- 
petition, and he adds that humanity may in this case* 
require that the freedom of trade should be restor(‘d 
only by slow gradations, and with a good deal of reserve* 
and circumspection." Smith's willingness, in the interests 
of humanity, to postpone the restoration of 1^*0 Tuulc* 
in order to prevent the emergence of unemploymi’nt, is 
of some interest in an age deafened with pleas for pio- 
tection to cure existing unemployment. 

From Adam Smith's criticism of the second class of 
restraints on imports (restraints on all goods from 
countries with which the balance of trade is unfavour- 
able^) two points of general interest emerge. Firstly, 
as against the mercantilist tendency to consider that the 
interest of each nation consisted in beggaring its neigh- 
bours, he emphatically asserts the common interests of 
all nations in these matters. It is a point familiar alike* 
to the Physiocrats and to David Hume. A trade carried 
on " without force or restraint " is advantageous to both 
parties; and, whatever may be the case during war, it 
is in peace to the advantage of eveiy nation to be 
surrounded by wealthy and prosperous nations. " As 
a rich man is likely to be a better customer to the 
industrious people in his neighbourhood than a poor, so 
is likewise a rich nation." The second point is his 
adumbration, as against the balance of trade*, of another 
and more important balance, the balance of the annual 
produce and consumption. This is the real test of 
* IhM , Book IV, chap. 3. 
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prospeiiiy, and it may exist in a country without 
foieign trade, cut oft from all other nations, just as it 
may exist in the wotki vieweil as a wliole. A cxmntry 
may ^ lialance of produce over ronsiimplion when 
its balance of trade, estimab'd on menMutilist linens, is 
unia\ouiabIe. Hut Adam Smith does little moic than ^ 
hint at tliis klva without developing it. 

Tlu‘ rntk'ism of the Physiormtic s3‘stein (entitled “ Of 
the Agricultural Systems") which follows the campaign 
against t!u‘ lUiTrantilists is a slnulei viianmku Its chief 
interest pt'rhaps lies in thc‘ revf^lation of the extemt to i 
which Smith lemained, unconsciously and despite his | 

protestations, in the Physiocratk line of iliought. In 
criticirang the Physiocratic use of tlie words produc- 
tivt^ " and " unproductive " he says, and with evident 
truth : 

" We should not call a marriage barren or unproductive, 
though it produced only a son and a daughter, to replace 
the father and the mother, and though it did not increase 
the number of the human species, but only continued it 
as it was beime/’* i 

Tnie, but the Physiocrats, and not mer<‘!y the Physio- 
crats, would say that such a marriage was not ultimately 
productive of an increased population, which is the 
essential Physiocratic point. And even more emphati- 
cally of the Physiocratic train of thought is a subsequent ^ 
sentence : 

As a marriage which affords three children is certainly 
more productive than one which affords only two, so ^ 

the labour of farmers and country labourers is certainly | 

more productive than that of merchants, artificers, and I 

manufacturers. The superior produce of the one class, f 

however, does not renoer the other barren or unpro- f 

ductive/' 


* IMd., Book IV, chap, o* 
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In admitting the greater productivity of agricultiae, 
^Adam Smith accepts the essence of Physiocracy. As Mr. 
Gonnard has well put it, Smith, in protesting against 
the word, accepts the idea.^ 

Other points, and these by no means the least interest- 
ing for a comprehension of the complete Adam Smith, 
must here be passed over. In particular there is his 
scheme of Imperial Federation, a by-product of his 
criticism of the mercantilist col^j^djgolicy; there is his j 
discussion of the principles of which has lived ^ 

on in so many text-books; thereTT^is chapter on the 
expenses of the Sovereign, from which inferentially maw 
be deduced his views on the functions of Qtovmnxmm 
and the exceptions (again considerable) which he wottid 
allow to the general principle of non-intervention. But 
enough, it is hoped, has been said to indicate the main 
features of Adam Smith's system of thought viewed as a 
whole, and his commanding place in the development 
of economic doctrine. For undoubtedly he is not merely 
the central and greatest figure in the development of 
Political Economy as a separate branch of study, his 
influence, both in thought and practice, has been greater 
than that of any other economist. His great merit lay in 
presenting an interpretation of life which, up to a point, 
corresponded, and still corresponds, with the facts of the 
case. He saw society on its economic side working 
automatically through competition and self-interest, tlu* 
whole being knit together by division of labour and the 
multiplex process of exchange resulting therefrom. The 
efficiency of this self-adjusting machineiy was such that 
all he demanded was liberty for its fuller and better 
functioning. Much of this, it is true, is a fmri in Its 
character, but the Adam Smith who took refuge in the 
shadow of an invisible hand is constantly corrected by 
1 Gonnard, lUstoire Doctrines llcmwmuims, Vo!. II, p. an. 
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another Adam Smith* a harcLheadeci, shrewd, far^-seeing, 
somewhat C3micaliy wise and slightly sci‘ptical Scot, such 
as eveiy \il!age <»n the (*aMeni seaTioaid of Suitland 
pioihirts in Luge tminlna^* though lew may ailain to 
the eminence ot tiie most eminent son of Kiikealdy. 

Tlu^ Adam Smith of the large unproved uhsumption 
k indexed admiiably halaneeci In' that other Adam Smith 
who kntnv so iinirh about hk fellow- men that he is never 
surpiised into anything mcne than a biting plnasi^ which 
k almost kimlly (‘ven when it cuts. Smilln peih«i|>s for 
the same* reason, is lull ot contiiulhlions; putting it moo* 
generously, lu‘ k many sided* A cosmcjpolitan, if ever 
there was ones no om* was ever itune patiiotic; the 
supreim^ exponent of laisi;ez-fmre and of tlu* ultimate 
beneficence of the individualistic and self centred 
instincts, he k under no illusions reganling the conse- 
quences of imrestraineil seltkhni^ss. Tin* oracle of bVex* 
Trade from his own to the present day, he has fiiinished 
the Protectionist Party with the motto whiclu if it were 
wise, it would inscribe on its banner. That Smith 
contains something for all men and for all causes, m 
fW^l^fcnTe p\obf that he was a giant compared to all 
who stand around him. 

Yet Smith has not escaped criticism, and to one school 
of thought he has apparently continually acted as an 
irritant. Smith's feet were so firmly planted on the 
ground that those whose heads are lost in the clouds 
have never realized how secure his footing was. The 
idealist school and those whose patriotism is baibeti 
with enmity for others, have been uniformly iiiikincl to 
Adam Smith, Hildebrand, List, Mfiller, and in mir own 
day Spann, represent a wcdl-defmed line of criticism. It 
may be as well to note wherein hostile criticism suggests 
that the wwikness of Adam Smith lies. 

Firstly p it is suggested that his view of wealth is too 
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narrow. His starting point, it has been seen, leads to 
the idea of exchangeable value, and he therefore identi- 
fies wealth with exchangeable value. His theory, there- 
fore, merely relates to the formal laws of value and 
of price, and consequently the wider aspects of 
national welfare elude him. Here, as in most of these 
points, Smith is his own best corrective, and a perusal 
of The Wealth of Nations in its totality will rectify any 
erroneous impressions based on particular passages. 

Secondly, there is the charge of excessive iiK!ivkiualism,i3Wi. 
that he is, in the German phrase atomistisch/' viewing 
society as a vast crowd of individuals, unrelated exc(‘pt 
by the interaction on each other of their self-intcn‘ste(l 
motives; consequently, thait he misses the significance of 
the State in which, on one view of politics, tlu^ indivklual 
alone attains true significance. That Smith is not one 
of those who regard the State as a Holy Leviathan may 
be frankly admitted; that he did not recognize the need 
for the protective functions of the State can hardly be 
a charge against ope who, in fact, wrote before the 
Industrial^ Revolution, since the modern idea of the 
Stale" as a protective agency is largely the rc'sult of ^ 
conditions which became apparent after Adam Smith\s 
day. 

Thirdly, the critics have found in Smith a certain 
materialism, an absence of idealism. Partly this is an 
extension of the first point mentioned above, the limita- 
tion of wealth to things that can be bought and sold. 

But partly also the criticism goes beyond this, and 
suggests th&f ^Mth does not approach questions relating 
to the right consumption of wealth or the higher ends 
and^ses of wealth. vSuperficially again, then^ may be 
some substance in the criticism, especially if based on 

^ See Spann in the translation now available und«T the title 
rypes of Econof^ic Theory, 
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isolated passages; in fact Smith’s treatment has a com- 
prehensiv(‘ness which will be sought for in vain in most 
of his successors. So far as there is any foundation in 
the criticism, two answers may hr' suggestt'd. Firstly, 
deliberately and of intention, Thr Wealth of Nations is 
only a half of Smith; designedly it embodies his thought 
on the economic and mati'rial side of life alone. And 
secondly, like all (or most) Scots, Adam Smith <lid not 
easily wear his soul on his sleeve, and w.as rather tongue- 
tied in the presence of the lofty theme. The triK' Scot 
shritiks from speaking of the ideal, fearing lest he may 
thereby look silly. 

And .so w<' take leave of Adam Smith. 


CHAPTER VI 


MALTHUS AND RICARDO 
Malthus 

Thomas Robert Malthus^ (1766-1834) the second of the 
trinity who laid the foundations of classical 
Political Economy, is, for a fairly prolific wntcu*, surpris* 
ingly the author of one book, the protagonist of one* idea. 
That book is his Essay, to which it is scarcely prmient to 
give a more precise title, since it varic'd with tlie y(‘ais; 
the idea is the so-called Principle of Population/' It is 
safe to say that no reputable citizen has ever been so 
vilified and abused as Malthus; no writer of the first 
magnitude has been so often “ refuted — even though, as 
must be added, by writers who give so copious evidence 
of neither having read nor understood the object of their 
hatred. 

Yet, in a sense, Malthus neither wrote anything veiy 
new nor anything very startling. If by Malthusianism is 
meant the doctrine of Malthus — which is perhaps a large 
assumption — ^then Malthusianism was not without its clear 
exponents before the days of the Essay on Popuhfion* 
In that chapter on wages, in which so many wage theorit^s 
are hinted at, Adam Smith, as has been seen in the 
passages already quoted, had observed that ** the demand 

^ Born near Dorking, 1766; ninth wrangler; Fellow of 
College; entered the Church; Professor of Political Econoniy at 
Haileybury College (East India Company)- In adtittion to* the 
Essay on Populaitan, wrote a considerable number of pamphleli 
(as on Kent and Importation of Corn), and also Primtphs of 
Political Economy. 
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for men, like that for any other commodity, regulates the 
production of men/' Here, if one so chooses to regard 
it, is the quintessence of Malthusianism, and many other 
writers in the second half of the eighteenth century, 
including the elder Mirabeau — to name but one — might be 
drawn upon to furnish quotations in the ]\Ialthiisian line of 
thought. Such originality as may be claimed on behalf 
of Malthus, lies in the fact that he realized the impoitance 
of a principle which others had casually stated; what 
others had disposed of in an obiter dictum became foi 
him a central and dominating principle illuminating all 
things. 

Malthus is comprehensible only in the light of tlK‘ 
impulse to which the Essay on Population owes its 
origin and the curious stages by which Malthus's doctrine 
developed. The essay sprang from a domestic debate 
between Malthus and his father, Daniel Malthus, a man of 
left-wingish views and a friend of Rousseau. The air 
was then full of beatific visions of terrestrial paiadises, 
represented by the glowing enthusiasm of Condorcet, and 
crystallized in this country in the Political Justice (1796) 
and The Enquirer (1797) of Godwin. Godwin, if any- 
thing, is a political theorist, and only by his repercussions 
concerns economic doctrine; it is therefore sufi&cient to say 
that the state which he prophetically foresaw was an 
anarchic society, in which happy men, freed from the 
fetters of property, of the passions and of marriage, would 
live blissfully at the cost of half an hour's labour a day. 
On such day-dreams, based on the perfectibility of man, 
and indeed his ultimate immortality here on earth, father 
and son disputed; and the dispute being ended or sus- 
pended, young Malthus, moved by the esprit d'escalier, 
proceeded to commit to paper the arguments which would 
most effectively have cornered his father, had he thought 
of them in time. 
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Thus arose the first edition of the Essay on Population 
issued in 1798; and its chaiacter corresponds to its oiigin. 
It is indeed a work full of the vigour and fire of youth, a 
dashing polemic against Godwin and Condorcet, designed 
to disprove the perfectibility of man in the Godwinian 
sense, by proving the instability of the state of society 
foreseen by Godwin. 

In the first edition Malthus, for the routing of Godwin, 
makes two postulates, firstly that food is necessary to the 
existence of man, and secondly that the passion between 
the sexes is necessary, and will remain nearly in its present 
state. Population, in short, has a greater power of 
inciease than the means of subsistence — the celebiatt^d 
geometrical and arithmetical piogressions appear in a 
hardened and somewhat dogmatic form in the hist edition. 
Jhus armed, Malthus has much enjoyment in disposing 
of Godwin; for assuming the Godwinian society sately 
launched, it would be impossible to imagine a state of 
society more favourable to population. Apply the geo- 
metrical and arithmetical progressions, and where would 
it be in the brief period of fifty years? Back come the 
hateful passions; the mighty law of self-preservation 
reasserts itself, and the whole black train of vices that 
belong to falsehood are immediately generated/' The 
thesis of the first edition is simple; if it be granted that 
population has a greater power of increase than the means 
of subsistence, there must be forces keeping the population 
within its due bounds. Now since these checks on 
population are reducible to vice and misery, the 
Godwinian Heaven upon earth is but a beautiful fabric 
of the imagination which vanishes at the severe touch of 
truth. 

Having fired his squib, Malthus proceeded systemati- 
cally to get up his subject, and he travelled and read 

^ First edition, reprinted by the Economic Society, p, ii. 
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extensively with the object of turning his earlier impulsive 
production into a mature discussion of the whole question. 
The result was the second edition of 1803, in some respects 
a very different book from its forerunner. In one particular 
the criticisms and discussions of the intervening years 
led Malthus to make an alteration which fundamentally 
altered his aigument. In his first sketch he had allowed 
only two checks on population, namely vice and misery; 
but, as has been hinted, there are many old bachelors who 
are obviously not unhappy and who are not obviously 
vicious. To meet this difficulty, Malthus now introduced 
a third possible check on population^ represented by 
moral restraint; but in thus varying his original doctrine 
to meet an obvious criticism, Malthus in effect knocked 
the bottom out of his original argument. For with moral 
restraint as a third possible check on population, the 
argument against the perfectibility of man (within reason) 
was clearly deflated, since the Godwinian earthly paradise 
might never be exposed to the insidious attack of the black 
train of vices, if it were a possible (even if unlikely) 
contingency, that the inhabitants might practise the 
necessary amount of moral restraint. Consequently, 
Condorcet and Godwin, whose names had figured on the 
title page, tend to fade out of the picture. 

In the more careful statement of the second (and 
subsequent) editions, Malthus obligingly summarizes what 
he has to say in the opening chapter where his doctrine 
is conveniently compressed into his three celebrated 
propositions : 

1. Population is necessarily limited by the means of 

subsistence. 

2. Population invariably increases where the means of 

subsistence increase, unless prevented by some 

powerful and obvious check. 
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3 . These checks, and the checks which repress the 
superior power of population, and keep its effects on 
a level with the means of subsistence, are all resolv- 
able into moral restraint, vice and misery,^ 

Of these three propositions the first requires no proof; 
there cannot be more people than the means of subsistence 
will support. The second is obviously regarded by 
Malthus as an excessively cautious statement, and he 
hankers in a footnote after a more precise formula to the 
effect that '' population always increases where the means 
of subsistence increase,'' and throughout he aigucs on the 
more precise conception that where the food is increased, 
there will the population also be increased, so that food is 
in effect a demand for population. On this point hinges 
the discussion of the two ratios, the geometrical and 
arithmetical progression, which play so large a part 
in Malthusian controversy. Malthus assumes that the 
impulse to increase of numbers in the human race is 
constant at all times and in all circumstances. As he 
phrases it in one place, the passion between the sexes 
has appeared in every age to be so nearly the same, that 
it may always be considered, in algebraic language, as a 
given quantity . "2 jhis is, of course, a mere assumption, 
incapable of proof, and the denial of this assumption 
furnishes later one of the lines of attack on Malthus. 
But granting for the moment that this assumption is 
justified, then if population is capable of doubling itself 
in twenty-five years (as seemed to be evidenced by 
contemporary American experience), in successive periods 
of twenty-five years population would have the power 

1 Essay on Population, Book I, chap. 2, pp, 18- T9 in Vol. I 
of Everyman edition, to which, for convenience, subsequent 
references relate. 

^ Ibtd., Book n, chap. 13, Vol. 1 , p* 
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of increasmg according to the progression, i: 2:4:8: 
16:32, etc. 

“ The reasoning establishing the arithmetical ratio as 
governing the increase of the means of subsistence is less 
happy. It is indeed no proof at all, and is by no means 
creditable to a ninth wrangler. All that Malthus says is 
that if we allow that the produce could be doubled in the 
next twenty-five years, it will be '"probably a greater 
increase than could with reason be expected and with 
regard to subsequent periods of twenty-five yeais, he 
merely makes a supposition that in each peiiod there 
would be a uniform increase of production equal to the 
amount at present produced. But there is no proof of 
the arithmetical progression; it is merely what Malthus 
regards as an outside estimate, a supposition, which, 
without pretending to accuracy, is clearly more favourable 
to the power of production in the earth than any 
experience we have had of its qualities will warrant/* 
Accepting these ratios, there must be forces restraining 
the increase of population within the limits of subsistence. 
In the revised version these are comprehensively described 
as moral restraint, vice and misery, but a no less important 
cross division classifies them under the preventive and the 
positive checks. The preventive check denotes all those 
influences which lead to a diminution of the birth-rate. 
Moral restraint, if the restraint is carried far enough, 
clearly falls under this head; so also for Malthus do all 
vicious practices which result in a reduction in the number 
born. Positive checks, on the other hand, are all those 
influences which increase the death-rate, " the whole train 
of epidemics, wars, plagues and famines/* If these 
are brought upon us by the laws of Nature, they are 
exclusively misery; if they are caused by our own actions, 
they may be described as vice, and their consequences are 
» Ihid,, VoL I, p. 9. 
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misery. How far this latter distinction is logical might 
furnish matter for argument; it may be that by foresight 
and knowledge, pestilence and famine and the devastation 
of many waters are no less avoidable than wars. It is a 
sign of man's coming of age that he is prepared to shift 
* the responsibility for such happenings from the Almighty 
to himself. ^ 

Mpraij:esteini* it has been observed, is an innovation 
in the second edition; yet the innovation is more apparent 
than real.’’ In the first edition Malthus in substance 
repeatedly emphasizes the principle of moral restraint; but 
for the purpose of his argument against Godwin, it had 
to be assumed, rather violently, that the single state was 
a state of miser}^ or, alternatively, was productive of vice. 
Something very like this conclusion was in fact reached 
by the Malthus of 1798.^ It is perhaps not an unjust 
comment on Malthus to say that in the first edition he 
recognized in substance the principle of moral restraint, 
but that his argument compelled him to regard it as 
equivalent to misery. 

In one respect Malthus provides a curious complement 
to the work of Adam Smith, who, in his attacks on the 
mercantilists, had shown the superfluousness, indeed the 
injuriousness, of Government intervention with a view to 

^ Malthus uses tlie expression in a very restricted sense 
‘ ' By moral restraint I would be understood to mean a restraint 
from marriage from prudential motives, with a conduct strictly 
moral during the period of this restraint.** Book I, chap. 2, 
footnote, VoL I. p. 14. 

* ** This restraint almost necessarily, thou^ not absolutely 
so, produces vice** (First edition, p. 29). ** Every obstacle in 

the way of marriage must undoubtedly be considered as a species 
of unhappiness** (p. 89). ** Even the slightest check to 

marriage, from a prospect of the difficulty of maintaining a 
family, may be fairly classed under the same head ** (i.e., a 
species of misery) (p. 108). The cynic may be teinptfci to 
^ observe that Malthus married between the dates of the first and 
of the second edition. 

F 
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the increase of wealth. These things were subject to law, 
and it was merely mischievous for authority to seek by 
artificial restraint to increase the amount of bullion in 
a country.^ This idea of law Malthus now applied to 
the increase of man himself. Hcie also there was law, 
not arbitrarily to be set aside. Here also it was vain for 
governments to seek artificially to stimulate population, 
which would not increase unless the means of subsistence 
increased, and which would assuredly increase, apart 
from Government encouragement, if these means were 
multiplied. Encouragement of population, as practised 
by most governments, was perfectly futile, and could only 
lead to increased mortality;^ indeed, death was the most 
powerful of all the encouragements to marriage by its 
action in opening the way to the marriages of the younger 
generation. To act consistently, those who desire to 
encourage early unions should, if they shrink from famine, 
at least sedulously encourage the other forms of destruc* 
tion which we compel Nature to use/*® So, following the 
same train of thought, a country cannot be depopulated 
merely by emigration; those who depart will merely make 
room for others; but take away its industry, and the 
sources of its subsistence, and it is done at once/*^ 
Prosperity does not depend on population, but population 
depends on prosperity. It is not true that God never 
sends a mouth without sending food; but it is true, such 
is the pestering of the tmborn, that wherever there is food, 
there also a mouth will appear. * Food takes the lead, and 
the only precept for increased population is to increase the 
food supply, and leave the matter to individual enterprise, 
which assuredly will not fail. 

^ Malthus himself draws attention to thil analogy. Book HI, 
chap 14. 

® Ibid , Book 11 , chap. 4, VoL I, pp. 195, 196. 

^ Ih%d , Book IV, chap. 5, VoL II, p. 179. 

^ Jhtd.t Book n, chap. 10, Vol 1, p. 27a. 
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I But if Malthns in one respect completed the doctrine of 

I Adam Smith, in another he was diametrically opposed to 

I him. Ror. Ada m. Smith postulated an essential harmony 

^ iji^hings^ typified by that invisible hand which, out of 
L it the conflict of individual interests, would bring the greatest 

[ good for the community* He whs ’■ thus entirely and 

I sturdik optimlslic» oven if the invisible hand is but an 

^ act..pf. fSth" Malth us, on the other hand, is profoundly 

> pessir^^ti’C. HefOom ffiere law, but how different is 

* its^hamcter! Apart from moral restraint, in which he 

has clearly no great practical confidence, the sanctions 
lurking behind his laws are vice and misery. The* laws 
of Nature to which he frequently refers are essentially 
punitive, and these laws of Nature, as he reminds us, are 
the laws of God. Natural evil is the instrument by which 
God warns us from any mode of conduct which is not 
suited to our being. '"If we are intemperate in eating 
and drinking, our health is disordered ... if we multiply 
too fast, we die miserably of poverty and contagious 
diseases.” Such are the laws of Nature and of God, 
warning us that we have followed our impulses too far; 
and if we are heedless, ” we justly incur the penalty of 
our disobedience, and our sufferings operate as a warning 
to others.”^ The note of ^loom and pessimism which 
distinguishes so "much of the economic doctrine of the 
century is in no small measure the legacy of 

When it comes to practical proposals, Malthus is some- 
what ineffective. Contrary to the usual view as to what 
is involved in Malthusianism, he restricts himself to telling 
us not to be in too great a hurry to get married, with a 
special appeal to his women readers, who, if they could 
look forward with just confidence to marriage at twenty- 
seven or twenty-eight,” should (and would) prefer to wait 
^ Ibid., Book rv, chap t, VoL II, p, 152. 
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untii then, '' however impatiently the privation might be 
borne by the men/'^ This is the voice of a dear and 
kindly old uncle, rather than of the monster for whom 
Malthus has so frequently been mistakcm; and it is as 
ineffective as the advice of an uncle in such matters 
usually is. For even with marriage at twenty-eight there 
is time for a disconcerting and devastating torrent of 
children. Unlike Mil}, Malthus in no yvise suggests the 
exercise of moral restraint after marriage. ^ His view is 
rather that while man may exercise his discretion in post- 
poning marriage, the responsibility for what may happen 
after marriage must rest elsewhere* When a man 
marries, he cannot tell what number of children he shall 
have and he even gives a mild blessing to a modified 
form of family endowment in the case of very large 
families, and almost speaks the language of the movement 
when he discusses the question of relieving such a one 
" from a species of distress which it would be unreasonable 
in us to expect that he should calculate upon/'^ 

His other practical proposal, which hardly concerns 
economic theory, relates to the gradual abolition of the 
Poor Law, His suggestion, explicable by reference to the 
Conditions of the time, is that the State should fqiriiSniy 
disdairg the right of the poor to support, that there 
he incoiporated in the marriage service a short address 
emphasizing the obligation on every man to support hjs 
children, and making clear that those who eared in the face 
of these ejqpress warnings should be left to the punishment 
of Nature, the punisbmmt of want-^r to the pity of some 
kind henefaptor* Moreover, we can vdy on 
Nature) to Apply the appropriate pnnisteent, so tEaf “no 
consQience.need bs sealed. ” When Nature will govern 
and punish for us, it is a very miserable ambition to wish 

Book IV, chap. 2, Vol. II, p. 163. ^ 

» Ibid., Book IV, chap. 13, Vol. 11 , p. 255. 
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to snatch the rod from her hand and draw upon ourselves 
the odium of executioner/'^ It is the laws of Nature, 
which are the laws of God, that have doomed him, and 
society at large may look the other way while punishment 
1 is being inflicted. It is one of the least pleasing aspects of 
Malthus that in his scheme of things the poor are entirely 
responsible for their poverty. Neither the rate of wages* 
nor the parish, nor the institutions of society, nor 
^ Providence, nor the State are to be blamed; they 
are themselves the cause of their own poverty."^ In 
I particular, " the inference . . . drawn against govein- 

I ments from the unhappiness of the people is palpably 

unfair,'" inasmuch as the principle cause of want and 
^ unhappiness is only indirectly connected with go vet n- 

ment.'^ It is scarcely necessary to emphasize the close 
connection of this doctrine with the laissez-jaire view of 
^ government. 

It should be redundant at this date to defend Malthus 

against the old assumption that he was a monster who 

, gloated over pestilence, famine and war, and who prayed 

^ 4 nightly for the periodic recurrence of such scourges as 

the divinely appointed method of ridding the world of 
superfluous babies. Malthus himself thought it at least 
^ expedient formally to disclaim any approbation of his 

various checks,^ yet it is difficult to read his work 
i consecutively without feeling that he was asking for 

I trouble. Probably in the first edition Malthus was 

trailing his coat, a posture which is always picturesque 

t in the young; as against all visionaries, he takes obvious 
delight in administering the cold douche of reality, and 
he manifests a singular sang-froid and imperturbability in 
i constituting himself the chronicler of death and pestilence, 

J md , Book IV, chap. 8, Vol. II, p. 202. 
s ^ Ihid., Book IV, chap. 3, Vol. 11 , p. 170. 

“-"4 3 ^ Book IV, chap. 6, Vol. II, p* 193. 

* Jbtd,, footnote to Book I, chap. 5, VoL I, p. 53. 
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He uses his very great literary skill to invest his views 
with a pungency which, if not designed to wound, was 
almost certainly intended to shock. And at times he sails 
rather near the wind, as in his studiously callous reference 
to the '' unhappy persons who in the great lottery of life 
have drawn or again when he Speaks of the 

preventive checks superseding the necessity of great 
and ravaging epidemics to destroy what is redundant/' 
apologetically interjecting that he is using an expression 
'' which certainly at first appears strange/'^ When he 
contemplates the response made by Nature confronted 
with a redundant population, there is an air of com- 
placency in his voice as he states that ''though we 
cannot always predict the mode, we may with certainty 
predict the fact/'® Nor is it possible for the ordinary 
person to read, without a slight shudder, his lucid 
objective account of the process whereby, when we close 
up any of the channels through which the great stream 
of mortality is constantly flowing, others will become 
proportionally more fatal/ Malthus has been much 
misrepresented and much misunderstood, but it is difficult 
to exonerate him from all responsibility for the caricature 
which did service throughout a large part of the nineteenth 
centuiy. 

^ Ibid.t Book III, chap. 2, Vol. 11 , p. 20. 

® Ibid., Book 11 , chap. 13, VoL I, p. 312, 

3 Ibtd., Vol. I, p. 312. 

^ ** The small-pox is certainly one of the channels, and a very 
broad one, which Nature has opened for the last thousand years 
to keep down the population to the level of the means of 
subsistence; but had this been closed, others would have become 
wider, or new ones would have been formed ** (Book IV, chap. 5, 
Vol. II, p. 183). But the whole chapter reveals Malthus in 
his happiest vein. Characteristic ^also of the ** brutality ** of 
Malthus is his curt dismissal of the illegitimate child: The 
infant is, comparatively speaking, of little value, as others will 
immediately supply its |nace " (Book IV, chap* 8, Vol. II, 
p. 203). 
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Malthus is in many ways a peculiar and striking 
j&gure. By a premature and incautious statement of his 
thesis, he gained a degree of attention which would 
probably not have been bestowed upon him had he 
been guided by the academic rather than the journalistic 
instinct. Though original in his method rather than in 
his substance, he was fortunate in the moment of his 
expodtion, since on the one hand the growth of popula- 
tion'' in Great Britain was attracting attention, and on 
th^other hand the positive checks, as represented by bad 
harvests" and in the consequences of war and in the 
prevailing squalor, were visible to all men. Moreover, 
though his detached air offended many, yet in an age 
of dominant laissez-faire , his subtle suggestion that th(* 
poor were responsible for their poverty, and that the 
Government had no responsibility for the prevailing 
misery, commended his doctrine to those who were thus 
exonerated. Yet, taking the revised text as the state- 
ment by which Malthus should be judged, there is little 
in his doctrine that one need hesitate to accept. Never- 
theless, though the European War led to a marked revival 
of interest in Malthus, the problem has in large measure 
lost its terrors for the present generation. Nor is the 
reason far to seek. The fundamental assumption of 
Malthusianism in the strict sense is the uniform power of 
increase of population; subject to the operation of the 
pfeventive checks, this means in effect a potential 
uni|Qii|i,J;)jrth-rate. But one of the most marked features 
of populatipn statistics is the steady decline in the birth*! 
rate during the last fifty years— -so ntatked, thatf 

in some ' countries the fear is of depopulation, andt; 
children fppseq;pf2q%, a premium. This, fortun- 
ately, IS not the place to consider the cause of the 
decline in the birth-rate; but, withotit views 

on a matter with to which no one Myill enter the 
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mtness^tlO^Ci it is clear that the cause must lie either 
ii^a "'diminishing reproductive power, such as Godwin, 
and later Carey, postulated — in which case the funda- 
mental assumption of Malthus would be proved false-— 
or, alternatively, in a deliberate and intentional restric- 
tion of births after marriage. This last, as has been 
seen, was in no wise contemplated by Malthus. As 
applied to present-day conditions, therefore, it must be 
conceded either that his fundamental assumption of a 
uniformity of prolific power was stated too dogmatically, 
or alternatively, that the preventive checks require 
restatement to include points of view with wMch Malthps 
was wholly unfamiliar. 

Even a brief account of Malthus calls for some refer- 
ence to his doctrine on the subject of rent, as expounded 
in An Inquiry into the Nature and Progress of Rent 
(1815), in which to a very considerable extent he 
anticipated the essential points of the teaching of 
Ricardo. Malthus, in his tract, is concerned at the 
outset with the causes of the high price of agricultural 
produce, and dissents from the view expressed by those 
of his predecessors who, like Say and Sismondi, had 
regarded the high price as solely the result of a 
monopoly. The high price of raw produce he attributes 
to three causes, the first being that quality of the earth 
which enables it to yield more than is necessary for the 
maintenance of those employed on the land (a Physio- 
cratic remnant), and the t^d being the comparative 
scarcity of the most fertffe land. The*¥econd cause, 
which fits in with his general doctrine of ;^^ffition, is 
the ingenious point that agricultural produce, in contm- 
distinction to any other commodity, produces ite own 
demand.* In other commodities, demand is extepqr to, 
and independent of, the production itself, so that 
abundance leads to cheapness; whereas, contrariwise, 
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since food is a demand for population, the demand for 
the necessaries of life is dependent upon the produce 
itself. Hence it follows, paxadoxically, that here the 
cause of the high price is to be found in abundance 
rather than in scarcity. 

The explanation of rent follows from these considera- 
tions. While fertile land is in abundance . , . nobody, 
of course, will pay a rent to a landlord/' Later, land 
still poorer, or still less favourably situated, may be 
taken into cultivation/' But the produce is in each case 
sold at the '‘natural or necessary price," since "the 
price of produce, in every progressive country, must be 
just about equal to the cost of production on land of the 
poorest quality actually in use." How closely Malthus 
came to the Ricardian and the ordinarily accepted 
statement of the doctrine of rent, will be apparent from 
the following passage which is based on the comparison 
of the earth to a " vast machine " — a simile later so dear 
to the heart of Carey : 

“ The niast ^ile lands of a country, those which, like 
the best machinery In manufactures, yield the greatest 
products with the least labour and capital, are never 
found sufficient to supply the effective demand of an 
increasing population. Tne price of raw produce, there- 
fore, naturally rises till it becomes sufficiently high to pay 
the cost of raising it with inferior machines, and by a more 
expensive process; and as there cannot be two prices for 
corn of the same quality, ^ the other machines, the 
working of which requires less capital compared with the 
produce^ must yield rents in proportion to their goodness " 
(p- 38).’- 

^ It should he noted that Malthas is more subtle than Rioartlo 
on a point on which Ricardo has been frequently crit!elr.fd, 
inasmuch as he makes it clear that price rises and rents emerge 
before resort to an inferior soil, and that these are indeed con- 
ditions of such a resort: ** No fresh land can be taken into 

yH* 
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Ricardo 

According to the point of view, David Ricardo^ (^ 772 - 
1823) genius who switched Political Economy 

on to the wrong lines, diverting it to a harsh, barren 
and inhuman orthodoxy, or, alternatively, by viitue of 
his incisive logic and ruthless pursuit ot an argument, he 
is about the greatest economist of all times — ‘though 
perhaps one should hasten to add that little of the 
Ricardian edifice has endured. Nevertheless no one has 
been more influential than Ricardo, even if it may have 
been in ways which would have surprised Ricardo 
himself. His has indeed been a curious fate. It is round 
him more than anyone that controversy has raged. In 
his hands classical English Political Economy reaches its 
final and complete form, so that, for the next generation, 
the leaders of economic thought can do little more than 
repeat the perfected blend of Adam Smith, Malthus and 
Ricardo; yet — curious example of the irony of human 
effort — it is in Ricardo that there are to be found all the 
conclusions which, gratefully accepted by the scientific 
socialists, became an armoury of arguments with which 
to attack '' bourgeois economy '' and the established 
order of things. If Marx and Lenin deserve busts, 
somewhere in the background there should be room for 
an effigy of Ricardo. 

As to the form rather than the substance of Ricardo's 

cultivation till rents have risen or would allow of a rise upon 
what is already cultivated.'* Again, ** it can never answer to 
take fresh land of a poorer quality into cultivation, till rents 
have risen or would allow of a rise, on what is already 
cultivated/* (Pages 27 and 28.) 

^ Born in I.ondon in 1772 of Jewish extraction, his father (a 
banker) having been bom in Holland; on the Stock Exchange 
from a very earl;^ age; made a fortune; became a landowner 
and entered Parliament. In addition to bis PrindpUs, his 
various pamphlets, e.g. on the high price of bullion, are of the 
highest importance. 
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writings, it is perhaps sufficient to say that he was no 
writer. He himself dimly realized that he was a bad 
writer, but it is doubtful whether he can have known 
the whole truth. It is undiscerning flattery to regard his 
chief work, The Principles of Political Economy and 
Taxation, as a book at all. Rather does it suggest the 
sweepings of a busy man's study — chapters of very 
varying length, which he clearly found it difficult to 
arrange in the right order, brusque notes and memoranda 
on points which interested the author. In defence, it 
may be admitted that Ricardo had the plea, on which 
few authors can rely, that he did not mean to write a 
book. These were indeed memoranda written for him- 
self and his friends, published on his friends' incitement. 
But this is poor consolation to the lonely traveller 
befogged in the Ricardian jungle. 

It is customary to say that Ricardo is the supreme 
example of abstract reasoning in economics. This is 
true, yet it is not the whole truth. Ricardo does indeed 
proceed from certain principles accepted as true, and he 
follows these to their bitter — sometimes very bitter — 
conclusions. If to-day we are frequently aware of the 
gulf between his conclusions and the world we know, it 
is as well to remember that probably the gulf did not 
yawn so widely in Ricardo's time. It is true also that 
his book is a horrible concatenation of ** supposes," so 
that one seems to gasp for breath in a world of abstx'uct 
suppositions. Yet if Ricardo appeared to write in a 
world of abstract assumptions, he did not live in such 
a world. On the contrary, no economist ever knew the 
world better, or made so handsome a fortune out of it. 
Moreover, in all his occasional writings, which are no less 
important than his Principles, Ricardo always had before 
him a very practical and urgent question of the day. 

Perhaps the dominant factor in making Ricardo what 
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he was from a literary point of view is to be found in 
a certain inherited Jewish subtlety, Mr. Gonnard has 
elaborated* on the basis of their common racial origin* 
an impressive comparison between Ricardo and Marx, 
who certainly have many spiritual points of kinship. To 
this must be added his experience on the Stock Exchange, 
where the Ricardian assumption of free competition is 
most fully realized. His literary work is, in fact, the 
production of an unliterary Jewish stockbroker who had 
neither time nor skill to give grace or clarity to his 
writings, and who made the mistaken assumption that 
his readers would be as ingenious as he himself was. 

One general point as to Ricardo's views on the scope 
of Political Economy meets the reader on the threshold. 
In his preface he lays it down that the produce of the 
earth is divided into rent, profit and wages, and that 
“ to determine the laws which regulate this distribution 
is the principal problem in Political Economy and 
more emphatically in a letter to Malthus (20th October, 
1820) he says: 

'' Political Economy, you think, is an inquiry inta the 
nature and causes of wealth : I think it should rather be 
called an inquiry into the laws which determine the 
division of the produce of industry amongst the classes 
who concur in its formation. No law can be laid down 
respecting quantity, but a tolerably correct one can be 
laid down respecting proportions. Every day I am more 
satisfied that the former inquiry is vain and delusive, and 
in the latter only the true object of the science,''® 

Attention is thus concentrated on the problem of dis» 
tribution, above all with a view to determining the 
proportions of the various claims made on the national 

^ Principles of Pohtical Economy and Tamiionf Everyman 
edition p. i. 

^ Letters of Ricardo to Malthus, p, 175, 
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dividend — a programme which Ricardo hardly fulfilled* 

If many of the Ricardian theories are admirably 
fashioned to the hands of Marx, the new emphasis on 
distribution is no less significant. For if in the field of 
^ production the ultimate test is efficiency, in distribution 
the underlying question which sooner or later thrusts 
itself forward is that of justice. 

For an understanding of Ricardo's place in the history 
of economic thought, it is almost sufficient to study his 
Principles, Here his starting point — ^whether it was in 
fact the starting point of his thought may be doubted— 
is the venerable question of value, to which he conse- - 
f crates his first and longest chapter. Here his doctrine, 

I at the first blush simple and comprehensible, trails oft 

' into modifications which leave the reader who pushes so 

} far, not quite sure how much of the original simplicity 

is left, and which indeed later left Ricardo himself 
somewhat doubtful of the whole doctrine. He starts off 
in the footsteps of Adam Smith, distinguishing between 
value-in-use and value-in-exchange, and points out that 
4 to have exchangeable value, a commodity must have 
' utility, though utility cannot be the measure of exchange- 

able value. Assuming the presence of utility, the 
r exchangeable value of commodities comes from two 

: sources (i) their scarcity, and ( 2 ) the quantity of labour 

I required to obtain them. But how are we to apportion 

! the influence of these operative causes? Here Ricardo, 

with magnificent daring, effects a simple dichotomy of all 
' commodities. There are some of which no labour can 

increase the quantity, and therefore their value cannot 
I be lowered by an increased supply. In these cases value 

is determined by scarcity alone. Of such are rare 
I statues and pictures, scarce books and coins/* and all 

^ , the other objects of the type of the Great Auk*s egg, 

^ ^ which figure in the economist*s museum. On the other 

f 
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hand, there are those commodities which can be multi- 
plied almost without any assignable limit by the 
exeition of human industry. Heie, the foundation of 
exchangeable value is '' the comparative quantity of 
labour expended on each/’ though even in his general 
statement at the beginning of the chapter, Ricardo limits 
this by restiicting the proposition to the early stages 
of society/’ and further slips in a modifying ** almost 
exclusively.”^ Apparently, however, in all stages of 
society, it remains the foundation.^ 

# It may be suggested that such a bold division of the 
problem involves its own condemnation. The problem 
of value is one, and a theory of value should explain 
value wherever it occurs. It is in the highest degree 
unlikely that value should flow from one group of causes 
in the case of one type of commodity, and should be 
determined by wholly different causes in another. 
Ricardo’s fundamental error here lies in the assumption 
that there is a Sharp line of division between things 
which may only be increased in quantity by the opeia- 
tion of a miracle (the possibility of which may be 
ignored in an economic text-book), and those which can 
r be increased ” almost without any assignable limit,” 
if people so choose. It might be argued that neither 
of these classes really exist; it is certain that, if they 
do exist, they fade into each other by a series of infinitely 
small gradations. The truth is that all commadities at a 
given moment are limited in quantity; it is indeed because 
they are so limited that the question of increasing their 
quantity arises. At the other extreme, though it may 
savour more of sophi&tiy^ there ace few goods which 
are for practical purposes so limited that they cannot 

* Ongmally he had said solely " Ricardo^ s doubts soon set 

^ PnnapUs, chap r, On Value, section i 
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under any circumstances be increased. Old Masters 
and Great Auks' eggs are probably the tiaditional 
examples. It is true that the works of any paiticiilar 
Old Master are obviously limited, so long as the ingenuity 
of the trade is restrained. But the production of Old 
Masters goes on, though the products may take five 
hundred years to mature. In the year 2400 the market 
for Old Masters may conceivably be flooded with 
Augustus Johns. So with our friend the Great Auk, 
the eggs she has left are indeed numbeied, but it is 
certainly possible, though it might be troublesome, to 
increase the eggs of extinct birds, if only by sending 
sparrows and starlings the way of the Great Auk He 
would be a bold man who should say that the complete 
success of the Farmers' Anti-Sparrow League would 
have no influence on the value of Great Auks' eggs. It ^ 
would, because thereby the supply of eggs of extinct 
birds would be increased; and though admittedly the| 
new supply would in a sense be a substitute for thel 
Great Auk's egg, nevertheless some consumers of these ^ 
eggs would doubtless be prepared to accept a substitute. 

It may be observed that Ricardo, less daring than 
Marx, in fact gives no proof that the increasable com- 
modities exchange in accordance with the quantity of 
labour expended on each. The nearest approach to a 
purported proof is in the passage where he states that, 
to "convince ourselves of the truth of the proposition, we 
have but to suppose any improvement to be made in 
the means of abridging labour." And the result? 
Clearly, a fall in the value of the final product — a proof 
of the proposition which rests on the truth of the proposi- 
tion.^ 

But the principle thus advanced as the " foundation " 
is immediately made subject to a number of resemtions, 

^ Ihtd , ebap. I, section 3, p. 15. 
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the effect of which is to damage the foundation more 
than Ricardo was prepared to admit-— -at least in The 
Principles. The first difficulty arises from the different 
qualities of labour. Ricardo here tells us that '' the 
estimation in which different qualities of labour are 
held comes soon to be adjusted in the market with 
sufficient precision for all practical purposes/' A scale 
is thus arrived at which, when once fomed, is liable 
to little variation/'^ It ought to be clear, however, 
that a theory of value designed to explain what happens 
in the market cannot base itself on what does in fact 
happen in the market* It is the old problem wdiich so 
pervades all economic discussion, of determining which 
of two phenomena is cause and which effect* Is the 
scale of values attached to different kinds of labour 
something which wc arrive at, Heaven knows how, and 
which is subsequently reflected in the market in the 
values of the commodities produced; or is the value of 
commodities determined independently in the harsh, 
unsympathetic market and thereafter reflected back in 
the relative values attached to different kinds of labour? 
A theory which makes value in the market the expres- 
sion of the amount of labour involved is clearly debarred 
from going to the market to find in what ratios different 
kinds of labour ought to be weighted.^ 

Other modifying conditions noted by Ricardo relate 
to the time and labour necessary to produce the capital 
involved; its distribution as between fixed and circulating 

^ Ibid., chap, i, section 2, pp. 11-12, 

® It is curious to note how similar are the words of Marx on 
the same point: '*The diflfarent proportions in which different 
sorts of labour are reduced to unskilled labour as their standard, 
are established by a social process that goes on behind the backs 
of the producers, and, consequently, appear to be fixed by 
custom." (Marx, Capital, chap. 1, section 2, p. 52.) TMs 
mysterious process behind the backs of the producers is once 
again, of course, merely the judgment of the market. 
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capital; the greater or less degree of durability of the 
capital, and the time that must elapse in bringing the 
commodities to market. Though Ricardo professes to 
regard all these as relatively unimportant, his own 
statement leaves doubts which, it is known, disturbed 
Ricardo's own peace of mind. Nevcitheless in The 
Principles a brave show is made in identifying, as far as 
might be, value and the amount of labour necessary for 
production. His many qualifications and hesitations 
were easily overlooked, and Ricardo was assumed to 
have presented to the world a labour theory of value. 

How far, it may be asked, is the doctrine that value 
is the expression of the labour involved, tdiindcd by the 
appropriation of land and the consequent payment of 
rent? The answer brings us to what is, if not the 
central, at any rate the most celebiated of Ricaidian 
doctrines, namely the Ricardian theory of rent. That 
the Ricardian theory of rent had previously been stated 
in its essentials by others is true; nevertheless, Ricardo 
enunciated it with a fullness and clarity which has made 
it peculiarly his, for what it is worth, to all time. The 
Physiocrats, it will be remembered, had looked on rent 
as proof of the bounty of Nature; Adam Smith, with 
confused Physiocratic remnants in his composition, was 
perhaps inclined to the same view. Malthus, not to 
refer to less celebrated names, had shown the way to a 
theory of rent based, not on the bounty, but on the 
meanness of Nature. 

The Ricardian theory of rent has for us, in these 
latter days, something of the obvious and platitudinous, 
once Ricardo's restricted definition of rent is swallowed. It 
is, in a too familiar phrase, that portion of the produce 
of the earth which is paid to the landlord for the use of 
the original and indestructible powers of the 
* Ibid., chap, n, p. 33 
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Ricardian rent is therefore a very different thing from 
rent as understood by landlords, farmers, and the other 
vulgar, ill whose minds rent always has been, and 
always will be, a payment in which are contained 
elements in respect of farm-buildings, capital sunk in 
improvements, and all the rest of it. A colonist might 
say that the soil had no original powers except those 
put there by the devil; an incompetent farmer might 
protest that it had no powers which were indestructible 
The ordinary person would say that, even assuming that 
there are such powers, they are so inextricably inter- 
mingled with others which have a later and more human 
origin, that it is futile even to attempt to visualize a 
separation of rent, as vulgarly understood, between the 
Ricardian or economic rent proper, and the other 
ingredients which are rather of the nature of interest. 

The text-books have made the Ricardian theory of 
rent so familiar that the merest bones may suffice 
Assuming " an abundance of rich and fertile land ” in 
the case of a new settlement, there will be no rent, as 
no one will pay for that of which there is an abundant 
quantity riot yet _ appropriated. But this best land not 
being tinlimited in quantity ^ it is necessary, with the 
progress of population, to resort to land of inferior 
quality. Rent will then arise on the land of higher 
quality; and so progressively, with each increase in 
popu ation which " obliges ” recourse to land of inferior 
quality, the land last cultivated will yield no rent; rent 
will emerge on that which had previously been on the 
margin, and the existing rent on all the higher grades 
will be correspondingly increased. 

It^ is possible, however, to render the theory more 
precise. "Suppose" (if we may borrow Ricardo’s 
favounte word) that three grades of land, with an equal 
employment of capital and labour, yield a net produce 
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of 100, 90 and 80 quarters of corn. So long as the first 
only is cultivated, there will be no rent; with resort to the 
second quality land, a rent equivalent to 10 quarters 
will appear on the first grade, since theiT can only 
be one price in the market, and that price must be such 
as to enable farming to make ends meet with a yield 
of 90 quarters. So with the descent to the third quality 
land, the no-rent land will now be that which yields 
80 quarters; the previous marginal land (yielding 90 
quarters) will yield a rent of 10 quarters, and the rent 
of 10 quarters hitherto payable on the highest quality 
land will rise to 20 quarters. And so on ind(‘linitely. 

It will be seen in what way the Ricardian theory of 
rent is connected with the labour theory of value. 
Value is determined by cost of production, but in the 
case of agricultural produce, there is clearly no uniform 
cost of production. With which of the possibly infinite 
number of costs-of-production is value to be equated? 
Clearly, with the highest, since if the needs of society 
require resort to production under unfavourable condi- 
tions, the costs there incurred must be covered by the 
price received. Price is therefore determined by the 
costs of those who continue to produce under the most 
unfavourable circumstances, and inasmuch as there is 
uniformity of price, there will be a suiplus in the case 
of those who produce under better conditions. The 
Ricardian theory of rent thus reduces itself to the com- 
paratively obvious statement that if there is (as there 
must be) uniformity of price in the market, then when- 
ever two identical commodities are produced at different 
costs, a surplus will accrue on that which is produced 
under more favourable conditions. Rent, as Ricardo 
specifically states, is always the difference between the 
produce obtained by the employment of two equal 
quantities of labour and capital/' and as so defined* rent 
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is clearly not confined to the sphere of agriciillure, but 
may, as later theory realized, appear in any department 
of economic life. 

The critical may suggest that the whole of Ricardo’s 
account of rent is vitiated by that fruitful source of con- 
fusion, the mistaking of cause and effect. His state- 
ment is that the piogress of population obliges ” a 
country to have recouise to land of inferior quality, and 
that in consequence price rises to support the increased 
cost of production. It is, of course, an imaginary 
world in which Ricardo moves, but even in such a 
^ Ihypothetical state, it is clear that the rise in price would 
v" precede, and not follow, recourse to inferior land. The 
*true sequence would obviously be that when scarcity 
was felt, the price would rise, and the rise in price would 
then enable recourse to be made to land of inferior 
quality. It is unnecessary to underline the bearing of 
this point on the general Ricardian theory of value. It 
suggests a reversal of the statement that that corn 
which is produced by the greatest quantity of labour is 
the regulator of the pike of corn on the contrary it 
may be the price of corn which determines how far it 
is profitable to carry cultivation. 

Certain footnotes to, and inferences from, the Ricardian 
theory of rent may be noted. While the theory implies 
that there is somewhere a grade of land that pays or 
would pay no rent, Ricardo realizes that subsequent 
doses of labour and capital (if a later phrase be 
admissible) may be applied to land of higher quality in 
preference to resort being made to lower grade lands. 
Such less efficient applications to land already cultivated 
will, however, give rise to rent in exactly the same way, 
since rent inv^kbly^prqqeeds from the.^empl oynie]^ of‘ 
an ^additional quantity of labour with a prbportiOTllly 
^ Xbid*, pp. 40-41. ***‘-^«^* 


MALTHUS AND RICARDO 



i8i 

less return.”^ (Here the Law of Diminishing Returns 
IS clamouring for fuller expression,) To put it once more 
in modern terms, this means that the Law of Rent may 
operate intensively as well as extensively. 

The most important inference from the theory is that 
rent (in the Ricardian sense) does not enter into the cost 
of production, and that consequently the remission of 
rent would have no effect on price. This follows from 
the fact that price is determined by production under 
the most unfavourable conditions, on land which by hypo- 
thesis pays no rent — rent being merely an emergent 
surplus, representing the differential advantage of the 
superior land. A further conclusion implicit in the 
Ricardian theory is that rent, the surplus which falls 
into the lap of the landlords, will tend to increase as 
society advances. It is the effect of the increasing wealth 
of the country, and, with increasing wealth, there will 
(according to the true Malthusian doctrine) be increasing 
population, compelling for its maintenance the cultiva- 
tion of inferior land. Such a tendency to increasing 
rents might, of course, be checked by improvements 
in agriculture which would enable the additional 
quantities required to be obtained from land already 
under cultivation. Anything that diminishes the inequali- 
ties of lands necessarily cultivated will diminish rent, and 
as Ricardo observes in one luminous sentence, rent 
increases most rapidly as the remaining disposable land 
decreases in its productive powers — ^that is to say, the most 
favourable position for the landlord is when, after the 
best lands have been exhausted, the population is forced 
down with a bump to the cultivation of the Bass Rock. 

It will be seen how far-reaching are the implications of 
the Ricardian theory. Before any other claims are con- 
sidered, a slice of the produce of the earth is assigned 
^ Ibid,, p. 37 . 
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to the landlords in return for no service rendered, a 
slice, moreover, which grows progressively with the 
increase of population, so that there is scarcely (from 
the point of view of Ricardian theory) any limit to the 
proportion of the annual produce which may be absorbed 
in this way. So, too, there is a complete reversal of the 
Physiocratic point of view which not merely assigned to 
the landlords a place of conspicuous honour and useful- 
ness, but viewed the existence of rent as proof of the 
motherly benevolence of a bountiful Nature, Nature 
has now become stepmotherly; The labour of Nature 
is paid, not because she does much, but because she 
does little. In proportion as she becomes niggardly in 
her gifts she exacts a greater price for her works.' 
Gloom is settling down on the economic horizon. 

the other influential doctrines of Ricardo, the most 
^ important is that which is concerned with wages. Wages, 
that is the price of labour, is of course merely an 
example of value. Value, as has been seen, is determined 
by the amount of labour necessary for production; but 
while this is the '' natural price,'' there may be accidental 
^ and temporary deviations occasioned by the fact that no 
jj^^r^ommodity is supplied for any length of time in pre- 
^ cisely the required degree of abundance. It is under 

the influence of such deviations that capital is properly 
^^'apportioned between the various lines of production, and 
the Ricardian scheme envisages constant oscillation in 
the market price, tending always to return to the natural 
represented by the labour cost of production.® 
Applying these principles to wages, the price of labour, 
there will here also be a market price and a natural price. 
The market price will be the price actually paid, depend- 
I ing on the proportion of supply and demand, excess of 

» * Ibid,, chap, a, footnote, p. 39, 

® Ibid,, chap. 4, On Natnm and Market Price. 
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labour depressing and scarcity of labour raising the market 
price- But whatever these deviations, there will be a 
tendency, here as elsewhere, to x'ctiirn to the natuial price. 

What, then, is the natural price of labour? The 
answer is to be found in what later, following Lassalle, 
came to be known as the Iron or Brazen Law of Wages. 

If there be obloquy attaching to the authorship of this 
law, it must rest, not on Ricardo, but on many others 
who expressed what was tending to become a common- 
place view in the late eighteenth century. The very 
precise statement of Turgot has already been noted, ^ 

According to Ricardo, “the natural price of labour | 

that price which is necessary to enable the labourers, «*.*?* ^*|, 
one with another, to subsist and to perpetuate their p 

race, without either increase or diminution. Accord-^ | 

ing as the price of food and necessaries rises and falls, + 

so will the natural price of labour rise and fall. The | 

market price of labour will tend towards the natural 
price, because it obviously cannot remain below it | 

without leading to a reduction in the volume of labour, 4 

while, if it rises above it, the population will increase, 
and with redundancy of labour the market price will 
again tend to fall. For Ricardo, a complete Malthusian, 

“ no point is better established than ‘that the supply of 
labourers will always ultimately be in proportion to the 
means of supporting them.“^ The natural price of 
labour, in short, is the minimum cost of producing men. 

Such is Ricardo's first brutal statement which suggests 
that the natural rate to which wages will always tend to 
fall is the bare minimum necessary to allow a labourer 
and his wife to bring up a family of approximately two; 
but as so often with Ricardo, the theory is imperceptibly 

^ See above, p. ti6 . 

^ Ibid,, ebap. 5, On Wages, p. 

® Ibid,, chap, zt, p. 194. 
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modified, if not seriously undermined in subsequent dis- 
cussion. He admits in the first place that in what he 
calls an improving society/' in which one increase 
of capital follows another, the market rate may be 
above the natural rate for ** an indefinite pciiod/' 
Apart from the fact that the operation of the law may 
be indefinitely suspended, there is the further damaging 
concession that even when estimated in food and neces- 
saries, the natural price of labour is not absolutely fixed 
and constant. It not only differs in different countries, 
but it varies in the same country at different times. In 
short, '' it essentially depends on the habits and customs 
of the people/' The standard represented by the 
Ricardian wage is thus not a standard of subsistence, 
but a customary standard. If the natural rate is merely 
the customary rate, it is somewhat tautological to say 
that wages tend to return to their natural rate. What 
that may be depends entirely on the habits and customs 
of the people." Ricardo emphasized the importance 
of a " taste for comforts and enjoyments " as a security 
against a superabundant population; we should regard 
it to-day as buttressing the conventional standard of 
life. Clearly, if in one of these periods when the market 
rate is, for an indefinite period, above the natural rate, 
such a taste for comforts is developed, then at the end 
of this indefinite period, the habits and customs of the 
people " will have changed, and Ricardo's natural price 
iof labour will have to take account of the fact. 

So far from being rigorously adamant, Ricardo's state- 
ment of the iron " law of wages suggests something 
peculiarly adjustable. Even taking ..it in its cruder and 
more popularly accepted formTir^^^^^^memBered 

to be 

d^ressed Jq a mini mum^-L jT" doctrine that proFably did 
not senously* "misrepresent the position in the period 
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between Turgot and Ricardo — has been undermined since 
Ricardo wrote. In the first place, he viewed the worker ^ 
entirdy in isolation, and as at a grave disadvantaged 
when confronted with the employer; he could not foresee 
the reaction on wages of Combinations and Trade Unions.J 
Secondly, it is clear that the Malthusian generalizations,^ 
which lurk behind the Iron Law, require restatement, r 
The preventive check is not what it used to be; it isi 
certainly no longer so true as it was, -that children rush! 
into the world on the slightest suggestion of food. On 
the contrary, a rise in the standard of life may, and 
generally does, lead to a decline in the birth-rate. To 
these two considerations, above all, is due the fact that 
the so-called JxQjiXa-w of Wages is to-day of little imjgor- 
tarice^except for the examinee, ^ 

Ricardo* s professions would lead the reader to expect 
a discussion of the proportion in which the produce 
is allotted among the various claimants. While his 
discussion nowhere approaches such a quantitative com- 
putation as might be anticipated, he does indicate how, 
in accordance with his theory, the proportion will tend 
to vary in future. Rent, as we have seen, will rise; 
wages will tend to rise nominally, owing to the increased 
cost of food occasioned by resort to inferior land, but 
real wages (being governed by subsistence considerations) 
will not rise. Indeed, though it may appear to be in 
contradiction with the stricter interpretation of the 
Ricardian law, the normal rise in wages will not be 
sufficient to compensate the worker for the rise in prices 
of commodities in general A With regard to profits, along 
with which interest is lumped, Ricardo is not entirely 
clear, but to one general proposition he adheres with 
the utmost tenacity. It is that whatever increases wages 
necessarily reduces profits, and indeed nothing can affect 
1 chap. 5, On Wages, p. 57. 
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profits but a rise in wages. ^ No place here for the 
economy of high wages,” or for a consideration of 
those causes which may lead to variations of the output 
of labour. Wages and profits are diametrically opposed 
and a fall in the one means a rise in the other. In the 
long run, as has been seen, money wages will rise so 
that the rate of profit will tend to fall. 

Such is the Ricardian scheme of distribution; in place 
of the old harmony of interest, he has placed dissension 
and antagonism at the heart of things. ” The interest 
of the landlord is always opposed to that of the consumer 
and manufacturer. So also the interests of the worker 
and the employer are eternally and irreconcilably opposed- 
when one gains, the other loses. Further, the outlook 
for all, except the landlord, is a process of continual 
pejoration. Gone is the large-hearted optimism of Adam 
Smith, transmuted into a pessimism that will not be 
(Comforted. Yet Ricardo remains immovably non- 
interventionist. ” These, then,” he says, ” are the laws 
py which wages are regulated and he adds inconse- 
quently, '' like all other contracts, wages should be left 
^to the fair and free competition of the market, and 
should never be controlled by the interference of tlie 
legislature.”; In a world of Ricardian gloom one might 
ask, and did m effect ask, why there should not be 
interference. An optimist carolling that God's in His 
Heaven, and that all’s right with enlightened self-interest 
has a right to nail the laissez-faire flag to the mast, but 
a pessimist who merely looks forward to bad days and 
worse times ought not in principle to be opposed to 
intervention, unless his pessimism is so thorough-going 


2 Profits, ^p. 70-71 


chap* 24, p, 225 
exception. ^ 

® Ibid., chap, 5, On Wages, p. 61 


is true that there is a slight 
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as to lead to the conviction that, bad as all diseases 
are, all remedies for all diseases are even worse. ^ 

Much might be said, but cannot be said here, with 
regard to Ricardo's writings relating to the theory of 
foreign trade and in the field of currency problems. It 
must suffice here to say that, as Ricardo's starting point 
was in the urgent problems of the day, so in these more 
technical discussions his importance is as great as in the ^ 
more general parts of economic theory. He explained 
the laws which govern the distribution of the precious 
metals among different countries as a result of international 
trade; in currency matters he expounded the quantity 
theory of money, and with much subtlety analysed the 
meaning of depreciation; he advocated economy in the 
use of gold and silver, and indeed he argued that a 
currency is in its most perfect state when it consists wholly 
of paper money, but of paper money of an equal value 
with the gold which it professes to represent."* He 
anticipated in his writings the peculiar features of the Gold 
Standard, as reintroduced in 1925. But the temptation to 
discuss the currency expert in Ricardo must be resisted. 
Even if little of the main Ricardian structure be left 
to-day, it nevertheless remains true that Ricardo was one 
of the dominant influences of the nineteenth century, 
and that, moreover, in directions which would have made 
Ricardo shiver to contemplate. His primary purpose 
was to elaborate the theory of distribution, and in par- 
ticular to consider the incidence of various types of 
taxation. He did so on certain assumptions regarded 

1 Mr. Goimard has very properly drawn attention io the 
illogical combination of pessimistic belief and the cult of 
individual liberty, characterisllc of the school of Hicardo, which 
he ascribes to the CalvinivStic and puritanical cleiueiit iji the 
British character. But in Ricardo's case it must go further bi«‘k 
than Calvin. See Gonnard, op> cit., VoL II, p. 250. 

^ Ibid*, chap. 27, p. 244, 
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as sacrosanct, and ruthlessly pushed on to certain logical 
conclusions. There is no place in Ricardo for the 
waywardnep of human action or for the multiplicity of 
causes of friction which place mere logic at a disadvantage 
in explaining the mechanism of society. Above all 
competition-omnipresent, unrestiainecl and instantane- 
ously operative — is assumed as the diiving force of all 

it ever so. 

Why should the manufacturer continue in the trade 
If his profits are below the general level? He himself 
knows the answer, as he shows two chapters later, namely 
that people while losing money may continue in a trade 
for the very excellent reason that they cannot get out of 
It, that a shipbuilder overnight cannot turn his capital 
to agriculture. But such distracting knowledge of the 
real world has little influence on the march of Ricardo’s 
argument Again, despite occasional sympathetic obser- 
vations, his whole attitude to the working class is that 
they are merely a means to production. “ Suppose the 
circumstances of the countiy to be such that the lowest 
labourers are not only called upon to continue their race 
but to increase it; their wages would be regulated 
accordingly. ”2 Marx’s Industrial Reserve Army does 
not more definitely set the workere aside as a separate 
race maintained for the high ends of enterprise. Again 
in another celebrated passage which very properly stuck 
Sismondi, he argues against Smith for 
advantages of a large gross income 
rather than a large net income. It is, says Ricardo, 
the n^et income that matters, and if the net income can 
be obtained with a smaller population, what purpose is 
served by the superfluity? His logic would lead to the 

I footnote, p. i6o. 

* Ibid., chap. i6, p. 143* 

’ Zbtd.. chap. 26, On Gross and Net Hevenue, p. 235. 
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desirability of the population being reduced to one» and 
that last remnant producing a vast net surplus with the 
aid of sorcery and mechanical contrivances. The repel- 
lant doctrine that man exists for the production ot 
wealth, rather than that wealth exists for the use of 
man, here finds its classical utterance. 

All Ricardo's doctrines were left in a form to invite 
misquotation and abuse. They are so easily remem- 
bered in their abridged form; it is so easy to forget (it 
was perhaps difficult ever to understand) the subsequent 
reservations in which Ricardo did so much to complicate 
and modify his simple doctrines. It is therefore not 
surprising that the crude and unrefined Ricardo should 
have been taken and applied to other puiposcs. Above 
all, he provided, all unwittingly, the foundation Stories 
of* so-called scientific socialism. The labour theoiy of 
vMile," with which he appears to have been increasingly 
dissatisfied, is the basis of Marx a^d^the source of the 
clmmToThe ‘'whole produce of Jabour.'' The doctrine 
of rent, especially if one forgets that Ricardian rent is 
an abstraction, appears as an instigation to agrarian 
socialism. The Ricardian doctrine of wages, shorn of 
those reserv^ions which go far to deprive it of all mean- 
ing, became the battle-cry of socialism. His opposition 
of'wages" and profits seems to symbolize the class war. 
For thrtronically minded, nothing is more curious to 
observe than this supreme exponent of classical English 
Political Economy providing arguments to Marx and 
his followers. That the Ricardian refinements were left 
behind in the transplantation is true but immaterial* 
Perhaps the final lesson to be learned from Ricardo is 
that the literary graces are not merely ornamental but 
useful, and that he who is deficient in the art of expres- 
sion has only himself to blame if he is misrepresented. 


CHAPTER Vn 


LAUDERDALE, RAB AND SISMONDI 

With Adam Smith, Malthus and Ricardo, the structure 
of “ classical ” Political Economy is, in a sense, complete 
Prom tins point onwards, it is, for a time, by no means 
easy to decide in what sequence our chosen representatives 
of economic thought should be marshalled, or how best 
they should be grouped for purposes of exposition. The 
classical school had made certain assumptions with regard 
0 the relationship existing between the individual and the . 
otate; they had in their later developments arrived at 
a generally ^pessimistic outlook, as exemplified in the 
principle ’ of population and the Ricardian Law of 
Kent; their defence of laissez-faire and Free Trade had 
given them cosmopolitan sympathies; th«y had beep 
hardened individuahsts. Against each of these aspects of 
he classical body of thought, reaction was inevitable; it 
was hkewise inevitable that some should continue to croon, 
Witt modifications, the accepted and orthodox doctrine. 

Ihere are thus, m the next generation, critics of the 
excessive individuahsm of the classical school denying the 
assumptions on which laissez-faire is built. There are 
advocates of Protection. There are those who struggle 
towards a rnore optimistic view of the universe. There 
are those who plead the case of the nation against what 
they regard as a wishy-washy cosmopolitanism. On a 

190 
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larger canvas, these various lines of reaction against the 
classical school might be traced consecutively. Unfortun- 
ately, the authors concerned do not consistently group 
themselves along different lines of development; and there- 
fore in the next four chapters a rough and ready grouping ^ 

is all that is possible. In this chapter a brief account 
will be given of three early critics of Adam Smith, viz.,^' 
Lauderdale, Rae and Sismondi. Lauderdale and Rae ^ 

largely concerned with what they regard as Smith's ' ’ 

erroneous views on the nature of wealth. Rae and 
Sismondi have this in common, that both are led to reject 
laissez-faire and to insist that extensive duties rest on the 
State. It is true that while this reaction leads Rae to a 
somewhat paternal state, it rather urges Sismondi in the 
direction of socialism. In the next chapter three German 
writers, Muller, List and von Thunen, will be considered. 

Muller and List have much in common, and represent the 
reaction to nationalism and Protection, though indeed 
Muller's criticism of Smith is extensive and comprehen- 
sive. Von Thunen is rather a star that dwells apart, but 
he would probably be happier beside his German com- 
patriots than anywhere else. In the ninth chapter, the 
reaction to optimism will be discussed (very briefly) as it ^ 
is represented in Carey and Bastiat, though here again 
Carey might better be grouped with List as jointly 
representing, on the commonly accepted view, the leading 
exponents of Protection. Lastly, in the tenth chapter, the 
continuation of the orthodox school will be exemplified by 
Say, Senior, Mill and Cairnes. 

Lauderdale 

Of the group assigned to this chapter, two, it is to be 
noted, are Adam Smith's own countrymen. Though they 
have not succeeded in retaining a large place in the 
general memory, they are noticeable for their fundamental 


192 DEVELOPMENT OF ECONOMIC DOCTRINE 

ciitidsms of certain of the assumptions of Adam Smith. 
While Smith was the embodiment of common sense and 
shrewdness, these ciitics aie, however, lather to be 
regarded as interesting and curious, if not indeed eccentric. 
Doubtless this eccentucity was more marked in James 
Maitland, eighth Earl of Lauderdale, than in John Rae. 

Lauderdale’^ (^759 -tS 3<^) was in his time a striking 
figure, much given to entering protests in the journal 
of the House of Lords. His contribution to economic 
literature is to be found in a work of which the complete 
title is An Inquiry into the Nature and Origin of Public 
Wealth, and into the Means and Carnes of its Increase, a 
book of commendable brevity and of few ideas, pushed 
home with much pertinacity and ingenuity, and indeed 
carried to the point of habitual paradox. In his 

advertisement,*' he claims that his views are not 
only new, but even repugnant to received opinions/^ 
The central point of Lauderdale's theorizings is fore- 
shadowed in the title of his treatise. Public Oeconomy/* 
he tells us, ''is of necessity in all stages of society, a 
subject of discussion, even amongst the most vulgar and 
illiterate, whose rude and erroneous conceptions must 
naturally lead to expressions founded on inaccuracy and 
pregnant with error/ Lauderdale throughout shows a 
truculent and caiping spirit wherever Adam Smith is 
concerned/ and the implication of the whole discussion 
is that Smith likewise is a victim of these rude and 

* Born 1759, entered Parliament 1780; succeeded to Seottisb 
peerage in 1789, and in 1790 was elected a representative Scots 
peer. Politically be moved, during bis lifetime, from the 
extreme left to the extreme right. In the language of Ms 
countrymen, ** a crotchety body." 

^ Pubhc Wealth, pp. 3 “ 4 ‘ 

®e.g, : "There is no opinion that has been anywhere main- 
tained on the subject of the sources of national wealth, which 
does not appear to have been adople<! tn different parts of the 
inquiry into the Wealth of Nattons " (Pubhc Wmitk^ p, 116) 
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erroneous conceptions. The particular example of the 
Idol of the Market-Place with which Lauderdale is 
concerned is that which confuses the wealth of a nation 
with the riches of an individual, and which assumes that 
whatever increases the riches of an individual will fro 
tanto increase public wealth. Lauderdale, it may be 
observed, consistently uses the word '' wealth '' when the 
appropriate adjective is public,"' whereas in speaking of 
the individual, he uses the word '' riches."" The passage 
in Smith which Lauderdale regards as particularly peccant 
is that in the third chapter of the second book of The 
Wealth of Nations , wherein the '' eminent philosopher"" 
discusses the accumulation of capital. "" As the capital 
of an individual,"’ says Smith in this passage, "can be 
increased only by what he saves from his annual revenue 
or his annual gains, so the capital of a society, which is 
the same with that of all the individuals who compose it, 
.can be increased only in the same manner."" It is the 
concluding part of this dictum which particularly dis- 
pleases Lauderdale. So far from it being possible to 
identify the capital (or wealth) of society with the sum 
total of the capital (or riches) of all the individuals, they 
are indeed fundamentally opposed. To find the basis for 
the distinction, indeed antagonism, between public wealth 
and private riches, we must follow Lauderdale into that 
unending morass where economists and others assiduously 
and eternally discuss the meaning of value, and find no 
end in wandering mazes lost. That value may be 
conferred on any commodity, two conditions are, he says, 
requisite: firstly, the commodity, as being useful or 
delightful to man, should be an object of his desire; and 
secondly, the commodity should exist " in a degree of 
scarcity.""^ If the circumstances with regard to demand 
remain the same, value will accordingly increase with 
^ Public Wealth, p. Tt2. 
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diminished with abundance. But if 
individual's "riches” are increa.scd by scarcity 
* (existing elsewhere), there must, argues Lauderdale, be 
an antagonism between public wealth and private riches 
and the increase of the two must depend on different 
causes. _ The popular idea regards public wealth as the 
mh'gration of all private wealth, and, as exemplified bv 
Adam Smith, holds that parsimony, "the most usual 
means of increasing private fortune,” is likewise the 
parent of public wealth.” ‘ In fact, as has been seen 
private riches postulate scarcity, and " the common sense 
of mankind would revolt at a proposal for augmenting 
the wealth of a nation by creating a scarcity of any 
commodity generally useful and necessary to man.” He 
continues in a passage which has been frequently quoted : 

"For example, let us suppose a country possessino- 
abundance of the necessaries and conveniences of life 

waim streams of 

water — what opinion would be entertained of the under- 

^ of increasing the 

wealth of such a country, should propose to create a 
„ scarcity of water, the abundance of which was deservedly 
considered as one of the greatest blessings incident to the 
certain, however, that such a projector 
would, by this means, succeed in increasing the mass of 
mdmdual riches; for to the water, which would still retain 
me quality of being useful and desirable, he would add 

ml? °f existing in scarcity, which of course 
must confer upon it value.”^ 

The converse case is also forcibly argued ; 

moment suppose it possible to create as 
Af ^’^’f^ance of any species of food as there exists 
of water, what would be thought of the advice of a man 


^ Ibid,, p. 40 


Ubi4., pp. 43 - 44 . 
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who should cautiously recommend, even at the moment 
of the pressure of scarcity, to beware of creating this 
boasted abundance? for, however flattering it might 
appear as a remedy for the immediate evil, it would 
inevitably diminish the wealth of the nation. Yet 
ridiculous as this opinion might appear, as everything 
which partakes of the abundance of water or air must at 
once cease to possess value, it follows that, by occasioning 
such an abundance, the sum-total of individual riches 
would most certainly be diminished, to an extent equal to 
the total value of that species of food whose value would 
by this means be destroyed/'^ 

There is thus complete antagonism between public 
wealth and private riches; the community is interested in 
abundance, the individual (who possesses) is interested in 
scarcity. Indeed Lauderdale goes so far as to affirm 
generally that an increase of riches when arising from 
alterations in the quantity of commodities, is always a 
proof of an immediate diminution of wealth; and a 
diminution of riches is evidence of an immediate increase 
of wealth. Thus Lauderdale arrives at his definition of 
wealth as consisting of all that man desires, as useful or 
delightful to him,'' while individual riches consist of all 
that man desires as useful or delightful to him; which 
exists in a degree of scarcity."® As scarcity increases, 
the former diminishes, while the latter must increase. 

In an elaborate discussion of the four causes which 


A. ^£41# I 

n ju |< i s.iX|. 
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lead to variations in value (diminution and increase of 
quantity; diminution and increase of demand), Lauderdale 
is led to an analysis of what would now be known as the 
principle of elasticity of demand. Thus, taking the first 
of these causes, that of diminution of quantity (or 
scarcity), the effect of competition in raising value may 
be far beyond what might be expected. It will depend 

» Ibid., pp, 45-46. ® Tbid.» pp. 55 ^ 5 ^- /bid., pp, 56-57. 
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upon the extent to which people are willing to deprive 
themselves of a portion of other enjoyments, the governing 
consideration being the '' desire of mankind to continue 
their usual enjoyments and their obstinacy in attempt- 
ing to acquire the same quantity of any commodity as 
formerly is proportioned to the degree of inclination 
which either necessity, habit or taste has cieated for it/' 
This explains the diffeiencc between the effects of scarcity 
on the value of dijfferent ai tides; in the case of necessities 
theie may be a rise in value in the ratio of one to fifty, 
whereas articles of taste or luxury hardly (wer lisc to 
double or treble their usual value. ^ As Lauderdale says 
in another part of the same discussion : No rise* in value 
can induce men to renounce the acquisition of the 
necessaries of life, provided any sacrifices they can make 
will procure them."'^ 

Lauderdale is also notable for his closer analysis of the 
function of capital in the production of wealth. Land, 
labour and capital are, he says, all three, original sources 
of wealth, though at different stages of development they 
contribute to this end in very different proportions. So 
far as the function of capital is concerned, the view which 
Lauderdale criticizes is that implicit in certain statements 
of Adam Smith (Book I, chap. 6) to the effect that the 
profit of stock is paid out of and derived from the value 
added by the workman to the raw material, a doctrine 
which, as interpreted by Lauderdale, seems to savour of 
Marxian doctrine. On this view, says Lauderdale, capital 
would not be an original source of revenue, since profit 
would be only a transfer from the pocket of the labourer 
into that of the proprietor of stock /*'^ As against this 

1 Ibid., pp- 65-66. 
p. 76. 

® Ibid,, p. 158. He also quotes from Book II, chap. 3, of The 
Wealth of Nattom, a sentence which seems to be peculiarly 
susceptible of a Marxian interpretation: ** The labour of a 
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view, Lauderdale argues that the profit which capital 
receives is not a simple transfer of this nature; the profit 
it receives arises from its own independent services, that 
is to say from its supplanting a poxtion of labour which 
would otherwise be performed by the hand of man; or 
from its pei forming a portion of labour which is beyond 
the reach of the personal exertion of man to accomplish/'^ 
A man with a spade can do the work of fifty people using 
their nails (surely an underestimate); this portion of 
capital, therefore, supplants the necessity of forty-nine 
people, who are thereby rendered superfluous. So with 
each and all of the five methods in which, according to 
Lauderdale, capital may aid production, the profit which 
accrues to capital aiises essentially fiom the displacement 
of labour.^ So far from its being the case, then, that 
capital is profitable in putting labour into motion, or in 
'"adding to the productive powers of labour," its real 
function is to supplant labour. And the consequences of 
this view are far-reaching. On what, for convenience and 
following Lauderdale, may be taken as Smith's view, 
labour is limited by and proportioned to the quantity of 
existing capital, and therefore an increase of capital is 
the "sovereign and unbounded means of augmenting 
wealth." On Lauderdale's view, a country cannot be 
benefited by the possession of a greater portion of capital 

manufacturer adds generally to the value of the materials which 
he works upon, that of his own maintenance and of his master's 
profit.” ” Manufacturer ” has, of course, in this passage, its 
eighteenth century and true significance of one who does things 
with his hands. 

Ibid., p. 161. 

2 In a characteristic footnote, Lauderdale observes. ” It w 
a strange confusion of ideas that has led Dr. Smith to describe 
the operation of capital as increasing the productive powers 
of labour. The same process of reasoning would lead a man 
to describe the effect of shortening a circuitous road between 
any two given places, from ten to five miles, as doubling the 
velocity of the walker (p. 185). 


198 DEVELOPMENT OF ECONOMIC DOCTRINE 

labour^i" advantageously employed in supplanting 

T practical side, to the central point in 

Lauderdale, earned to the excess of paradox. It might 
rca.sonably have been inferred that wealth could onlv 
be increased by those means by which it is originallv 
produced, but popular prejudice, confusing the meaS 
wheieby an individual may properly increase his private 
riches with the policy proper for the increase of ^public 
wealth, has pointed to parsimony as the path of enrich- 
ment.* But Lauderdale will have nothing to do with 
parsimony, the baneful passion for accumulation nor 
does he support the orthodox and Smithian doctrine ’that 
wery prodigal is a public enemy, and that eveiy frugal 

steS primitive agricultufal 

state, when a man is in possession of as much capital as 

otherT advantageous to himself nor to 

others that he should abridge consumption merely to 
obtain more than he can use, and at all times ftere 
f a point beyond which capital cannot be profitablv 
mcreased.3 Hence the folly of sinking funds; h^ce also 
the importance of stimulating demand, on which industry 
epen s. Lastly, Lauderdale strikes a note suggestive of 

mintri’ * ■ ^^^®'?'y""^®''®^®e«theprincipalimpea- 

ment to the increase of public wealth,” and that a proper 
distribution of wealth insures the increase of opulence by 
sustaining a regular progressive demand in Vhome 


Jtxcic: 

wfrh l''auderf«fe^^*'H^P^ ^1“ “ common 

with Lauderdale, and though a flabbier and less pungent 

^ Tht/i,. ’HTl 4-- , 


• a Footd« (or FIM.), 
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writer, he is not so markedly a disgruntled voice et 
pmterea nihiL In large measure he also is critical of 
the foundations on which Adam Smith builds, and in 
particular of two assumptions, firstly, that the national 
wealth can be increased by the accumulations of private 
wealth, and secondly, that there is a natural harmony 
between private and national interests. These are the 
views expounded in his chief work, New Principles on 
the Subject of Political Economy'^ (1834). Individual 
accumulation, as a means of advancing the national 
capital, has, he argues, limits beyond which it cannot 
pass.^ There is, as in Lauderdale's example, a limit to 
the number of flails a country can profitably use; Adam 
Smith, indeed, had in one place spoken to the same effect 
regarding pots and pans. Beyond this point, mere 
accumulation in itself will do no good; that the national 
capital may increase further, the nation must be hitched 
up to a higher level of development. Flails must be 
replaced by threshing machines; that is to say, there must 
be invention and progress.^ 

This, for Rae, is the fundamental point of distinction. 
In a passage too long for quotation, he argues that 
individuals in general increase their capitals by acquiring 

Marischal College; later studied medicine at Edinbui'gh. He 
seems to have emigrated under the double spur of financial and 
matrimonial misfortune. Led a very miscellaneous life in Canada 
and elsewhere, teaching, doctoring, etc. He ended up, a rather 
pathetic exile, as a kind of administrator in the Sandwich 
Islands. 

^ The full title is really much more cumbrously lengthy. 
Rae’s book was re-edited by Dr. Mixter in 1905, under the 
title The Sociological Theory of Capital, Unfortunately, in this 
edition, the contents have suffered a complete reshuffling in 
order to attain what the editor regards as a more logical arrange- 
ment. This is what Adam Smith would have called a ** moat 
unnecessary attention.*' Reference is, however, made to this 
edition as being the most accessible. 

® Sociological Theory of Capital, p. 157, 

Ihtd,, pp. 152-153. 
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a larger portion of the common funds. One grows rich 
while another grows poor; but while one man may add 
house to house and farm to farm the national capital itself 
may remain but little changed. Neighbouring nationron 
&e other hand, advance and decline in wealth together 
Thus, m a chaiacteristic summaiy: 

fniT seem generally to grow rich by eiasn 

mg a larger and larger portion of the wealth 

m existence, nations do so by thc^ Droduction a-p ^ 

ii^thlf Thi'^two procc.ssL dffe 

Creadon.’* acquisition! the otht^^ 


It is a consequence of this view that Rae assiens to 
invention a place of primary importance in his scheme 
0 things; indeed his work is largely a study of the place 

be said to create, and as such it is an essential element in 
mcrease of national wealth; but, having 
regaid to the distinction indicated between national -and 
individual wealth, it cannot be assigned a similar place b 
Je mcrease of individual wealth. ^ AUied to this is his 
dissent from Adam Smith on the question of division of 
labour. Smith had noted the encouragement of invention 
as one ^ the consequences of division of labour; but this 

oS“of ^etTntf to invert the true 

der of events. Knowledge and discoveries mean the 

diversity of trades. It would be wasteful for ah men to 
possess all tools, as in that case the great bulk of 
implements would in general be lying idle.* Thus division 
of labour proceeds from, 4nd is dependent on, the 

occupation, which is m part synonymous with division of 
* Ibid., p. 383. » Ibid., p. 386. » Ibid., pp. 102-103. 
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labour, will rather tend to dull and cramp men’s faculties 
and so discourage further inventions in the victims of a 
monotonous regime. Here he is doubtless right in his 
readjustment of emphasis, as also perhaps in his inclina- 
tion to minimize the place of ‘'dexterity” in Smith’s 
theory of division of labour. For dexterity is of 
importance only in the beginning of art, and with 
progress "the hand does less, the instrument more,”^ 
Division of labour, in short, is for Rae not a cause but 
a result of progress; it is but the manifest consequence of 
that inventive faculty which raises society to a higher 
level. 

The fact that on Rae's view private accumulation rests 
largely on mere acquisition implies further that there is no 
natural identity between national and individual interests. 
" Do the labours of the cool, calculating gambler, or of 
the sharper, add to public wealth? Does the spirit of 
keen bargaining add to public wealth? In these and 
countless other ways self-interest may not be guided by 
an invisible hand to the promotion of larger ends.^ Rae 
is thus led to a reasoned refutation of the doctrine of 
laissez-faire, to a plea for enlightened government inter- 
ference. When men are united in large societies it is 
impossible for each to take an active part in what concerns 
the public good; this is the function of the legislator. On 
the theory of laissez-faire each individual, seeking his own 
good, unintentionally and indirectly increases the national 
W^glth. Admittedly, then, it is only the legislator who 
can of design act with a view to increase the national 
opulence; but as his interference would disturb the course 
which events would otherwise lake, this interference, being 
opposed to the course of Nature, is presumed, on laissez- 
faire principles, to be injurious.® 

This presumption Rae holds to be unfounded; it is by 

^ Ibid , pp. 237-24.2 ^ Ibid., p, 345 » Ihtd., pp, 357, 362. 

G» 
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no means demonstrable that the art of the legislator is 
powerless to promote the prosperity of nations, and 
mdeed the assumption should rather be the other wav.^ 
The example which bulks most largely in his mind is that 
of the passage of the useful arts from one countrv to 
anotlKT. These transplantations were originally due to 
Violent ^ causes; they were the conse(|aences of war 
revolution and exile. But if such evil influences no longer 
operate, must we also sacrifice the indirect good which 
such causes may have produced, or is it not rather the 
duty of “ the intellectual part of our nature ” to achieve 
the good and prevent the evil?^ The original violent 
methods of dissemination of the knowledge of the arts 
should therefore be replaced by the direct efforts of the 
legislator to draw them there. Thus the legislator is 
called upon to act, but to act cautiously; and the weapons 
which Rae places in his hands for this purpose are 
represented by premiums, bounties and duties. This 
argument Rae further buttresses by the contention that 
cases in which private effort succeeds in transferring an 
industry to a new country are very rare, and that it is 
scarcely ever likely to be profitable. " It would be 
more just and judicious,” he says, “ that the necessary 
first cost of the scheme should be borne by the whole 
community ” rather than that we should wait " till the 
miscalculations of some unfortunate projector confer on 
us a public benefit.”* Thus does the infant industry 
argument gently crow from its cot. 

Rae s central doctrine is open to the criticism which 

’ Rae’s analogy is interesting, if not wholly to the ooint- '• Tf 
people have occasion to pass frequently between two 
design produce a natural footpath 

footnath^+Tirn 'nn intention, be a letter 

°’?® artificially and intentionally created by the 
community, acting as an organized unit? ” (n S62V An 

» /bw n '■ ,6? of Pariah ?:ounoit 

ioirt., p. 3C5. ’ fbaf.. pp. 369-370. ■‘/bfdl., p. 419 
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must so often be passed on those who are determined 
to be critical. While he suggests useful correctives, his 
main contentions, when generalized, are as untenable as 
those which he attacks. It is curious to observe that he 
regards the theoiy^ which identifies increase of national 
wealth with accumulation of private capital as incon- 
sistent with itself, merely because Adam Smith admits 
the importance of the introduction of the new arts.^ It 
would be equally logical to regard Rae's theory as ship- 
wrecked by his admission 

that individuals, as well as nations, acquire wealth from 
other sources than mere saving from revenue; that skill is 
as necessary, and consequently as valuable, a co-operator 
with the industry of both, as either capital or parsimony; 
and that therefore the expenditure which either may be 
called on to make to attain the requisite skill is very well 
bestowed."^ 

This is an impeccable statement which even Adam Smith 
in his more obtuse moments might have accepted, but 
it somehow torpedoes the crisp distinction between 
the sources of national and individual wealth which 
elsewhere Rae attempts to draw. 

Rae is an interesting study for those who are fascin- 
ated by the reaction of mind on mind. Perhaps in part 
owing to a common American environment, there is a 
good deal in him that foreshadows Carey, notably in his 
treatment of land as an instrument, indistinguishable from 
other instruments, and in a doctrine that approaches 
Carey's theory of value as determined by cost of reproduc- 
tion.® 

^ Ihid., p. 407. 2 ^28. 

3 Thus, in discussing instruments/' he explains that a 
field fitted for use is an instrument. , , . The power which has 
made it an instrument is the agriculturalist's labour" (p. 16). 
And again, " a portion of cultivated land, considered a$ an 
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So also there are hints of List, whose views likewise 
were moulded by his experiences and his study in 
America. When Rae emphasizes the importance of 
introducing a new industry to serve later as a source 
of wealth, and indicates that the legislator may ** by 
means of a small expenditure, eftecl an increase of the 
productive powers of the community/' he is anticipating 
not merely the thought but the phraseology of the 
German economist. Lastly, if it be not too fanciful, 
his comments on luxury and vanity, and his conjunction 
of the words conspicuous and '' consumption arc 
a curious anticipatory echo of Thorstein VcblenA 

Sismotidi 

Sismondi- (i773‘*i842), as a writer of economics, is 
extremely difficult to ** place/' This is due to the fact 
that his was a mind in transition; he never quite lost con- 
tact with his starting point, yet he never quite arrived at 
his natural destination. While having kinship with many 
schools, he is consequently at home with none. In his 
first important work, De la Richessc Commerciale^ (^803), 

instrument actually subject to the operations of the husband- 
man, does not differ from any other instrument ” (p. 40). On 
the question of value where articles are produced with less 
labour than formerly, they ** procure for their owners less of 
other articles in exchange than they did before. They exchange, 
not for what labour has been actually wrought up in them, but 
for what is now required to make others similar to them ** 
(p. 107). 

^ Ibtd., p. 245 et $0q, 

^ Born in 1773 In Geneva, where he also died. Spent a 
considerable time in Italy, where he engaged in agriculture and 
wrote his sixteen-volumed work on the history of the Italian 
Republics in the Middle Ages. Later also he embarked on a 
history of the French, of which twenty-nine volumes were 
written, and other works less markedly voluminous, fie visited 
England in his youth and also later. 

® The full title is significant : la Rich$s$& Comm$rcmU ou 

Prinetpes d*Rconomis PoUtiqm apfliquis d la Ligklatim du 
Commerce, 


* 
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his position is simple; he is, as becomes a young man, 
content to be a not very critical follower of Adam Smith. 
Moreover, there is a refreshing honesty about his dis- 
cipleship. Of certain chapters he tells us that they 
contain no ideas really new to anyone who has studied 
Adam Smith, ^ and further that his object is to appro- 
priate to France the counsels which Adam Smith had 
intended primarily for England.^ There is an engaging 
candour in his later confession that if in this book he 
did not make any discoveries, he was at least well aware 
of the fact.® 

In the main, then, the central point of this first work is 
to be found in Sismondi's restatement of the harmony of 
interests, the necessity of laissez-faire and the folly of 
Government interference. When commerce is left free, 
he explains in one place, capital naturally takes the 
direction which is most advantageous to the nation which 
possesses it,"^ and there is more than an echo of the 
invisible hand in his assertion that all men, in seeking 
their own interest, incessantly tend to serve the national 
interest.''® Thus we arrive at the glowing optimistic 
conclusion that " the capitalist, who consults his own 
interest, always works for that of the nation and the 
sans cesse and the toujours stand forth brazenly without 
modification. He thus quotes as a noble reponse, the 
alleged reply of the British business world to a Govern- 
ment anxious to help them that the only favour they 
desired was '"la grice de nous oublier."’’ All this 
savours of the clotted cream of laissez-faire; but there 

^ De la Rtchesse Commerciale, Vol. I, p, xx, 

^ Ibid., Vol. I, p. 12. 

® Nouveaux Principes, p. vii. 

^ De la Richesse Commerciale, Vol. I, p, 267, 

Vol. I, p. 329. 

« Ibid., Vol. 11 , p. 152. 

^Ibid., Vol. 11 , p. X43. 
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arc pointsrs in the direction of the ititci Sismondi, as 
when he exclaims that ** no man o£ sensibility can 
without grief see the most interesting class in the nation, 
that which supports the whole by the iiuit of its labours, 
deprived of its enjoyments in order to share it with 
people who are a charge upon it/ ^ 

When Sismondi, after an interval of sixteen years 
spent in historical research, returned to economics in his 
Nouv&dux Pn?icipcs d' Pco%Ofiii& Politique (1819) he 
may be a respectful admirer of Adam Smith, but he is 
certainly no longer a meek disciple* In the interval he 
had seen the world in a period of rapid tiansition and 
industrialization, a world urged from every q.'^iarter to 
produce more, and to produce more cheaply. He had 
looked upon it, and had found little to admire* Behind 
all this feverish accumulation there lurked the teaching 
of orthodox political economy; but for the maturing 
Sismondi, political economy ought to be something 
else. It was la th6orie de la bicnfaisance its object 
was to increase the physical well-being of man. But in 
the Europe of i8i9» above all in the England^ of that 
day, what had happened to the enjoyment of life? In 
sombre phraseology, in contrast to which Malthus appeals 
a radiant optimist, Sismondi describes a world, hungry, 
suffering, degraded, and he is tempted to curse division 
of labour and the invention of manufactures as the rode 
on which the human race has made shipwreck.*^ To 
Sismondi, it appears appropriate to ask the disturbing 
question: Where are we going?" Where are the 

happy people in this y^orld in which everywhere one 

® The* ’full title^ is again of interest: Nouvemx Principes 
d*Bconomis Pohtiqm, ou de la Rickme dms ses Rapports av$c 

la Population, o xr *1 t ^ 

® Nouveaux Prindpes, Vol. 11 , p. 248; VoL I, pp. 8-9. 

* md., Vol. II, p. 313- 


# 
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observes the progress of things, everywhere the suffering 
of men?^ 

Sismondi's central theme is simple, and it is so omni- 
present that he tends to be a man of one idea. That 
idea is to be found in his emphasis on the evils which 
flow from unrestrained competition, above all as evidenced 
in the excessive production of goods for which there is 
not, and cannot be, any demand. This over“production 
which so haunts Sismondi is, it will be observed, a general 
over-production of all commodities, and not merely over- 
production of certain commodities relative to others. 
It is, in his view, a direct result of division of labour 
and large-scale production. In isolation, a man produces 
for himself and knows when to slop and " repose in 
society he is producing for others, and cannot know 
when enough has been produced.- To the man in isola- 
tion there is therefore a clear limit to the extent to which 
he should amass. The purpose of accumulation is sub- 
sequent enjoyment and rest, and it would be folly to 
accumulate in excess of the power to consume. With a 
complex society, the efforts of men are separated from 
their natural rewards, so that one man labours and 
another man rests. Yet, though thus obscured, it is as 
true of society as it is of the individual that there is a 
limit to the power of consumption. But as this limit 
is no longer obvious, men are urged on by the zeal to 
produce which every writer stimulates and which every 
Government encourages."'^ Demand should precede pro- 
duction; but what, in fact, the producer considers is 
whether he is capable of producing more, not whether 
there will be a demand for the commodity when it is 
produced.^ Production, that is to say. is based on the 
extent of capital at the disposal of the producer. These 

^ Ihtd., Vol n, p. 329. « Vol. I. pp. 77“8 o. 

® Ibid , Vol. I, p. 68. * Xh%d,t Vol* I, p. 3x7. 
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evil consequences are accentuated by the fact (which has 
much later been no immaterial factor in the tendency 
to industrial combination) that it is always easier to 
expand than to contract, that it is indeed almost impos- 
sible, for a variety of reasons, to restrict the size of an 
undertaking or to close downri To Sismondi, looking 
around, the world everywhere presented the spectacle 
of overstocked markets, of production for which there 
were no consumers — the consequence of apportioning 
production not to demand but to available capital.'-^ 

Sismondi's theory of distribution, on which the 
doctrine of over-production rests, is one of those things 
which are better left in their natural obscurity* His dis- 
tinction between the annual production and the annual 
revenue, and his view that the annual production of any 
year is bought by the revenue of the preceding year, 
reveal a mind which was a stranger to strict reasoning. 
On this side Sismondi's doctrines merely possess the value 
of antiquarian curiosities, and as such should not be 
withdrawn from the museum, even for puiposes of 
examination.'*^ His strength lay in the force of his general 
contentions, not in the abstract reasoning on which these 
were based. Out of incomprehensible reasoning there 
emerges for Sismondi a sure conviction which is at least 
comprehensible, that there ought to be an equilibrium 
between production and consumption, and that nations 

^ ** Les producteurs ne se retireront point dii travail, et leur 
nombre ne diminuera que lorsqn’une partie dea chefs d'alelier 
aura fait failHte, et qu'une partie des ouvriers sera morte de 
miafere " Vol. I, p. 310). 

Ibid., Vol. I, p. 33I 

** The reader who desires to fail to understand Sismondi may 
be referred to Book II, chapters 5 and 6 of the Nouveam 
Prinetpes, on The division of the national revenue between 
the various classes of citizens/' and on The reciprocal 
determination of production by consumption and of expenditure 
by revenue/* 
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may be ruined either by spending too much or too little.^ 
His is, in fact, a doctrine of under-consumption. 

Probably the economic foundation is so tangled and 
uncertain because the main inspiration may have come 
from elsewhere. His view of man is that of the moralist; 
tl^ere is indeed an almost religious fervour in his denuncia- 
tions. For Sismondi, man is a creature with whom rest, 
le 'mpos, is a natural taste, and in the scheme of things 
this natural taste should also find its gratification/^ 

L'homme travaille pour que Thomme se repose,'' as 
he says with an air of benediction; but in the urge to 
produce, we forget the end of all labour and the purpose 
of life. 

Inasmuch, then, as it is not merely accumulation of 
wealth that matters, but control of wealth and the direc- 
tion of wealth to secure the increase of happiness, the 
blessedness of unlimited competition vanishes. Laissez- 
faire tends to incredible suffering, and it is therefore 
essential that there be a large measure of Government 
intervention.^ For the function of the State is to be 
the protector of the weak against the strong, the defender 
of the defenceless, the representative of the permanent 
interest of all against the temporary interest of each. 
And in the light of experience (since the days of Adam 
Smith, as he hints) it had become abundantly evident 
that there was need of such an authority ** to prevent men 
being sacrificed to the progress of a wealth from which 
they will derive no profit."^ 

The doctrine of the harmony of interests and of the 
potency of the invisible hand accordingly receives short 

^ Ibtd., Vol. I, pp. 120, 122. 

Vol. X, p. 78. 

3 ]S[ous invoquons presque constamment, pour surveiller 1© 
toogres de la richesse, cette intervention qu' Adam Smith 
r^oussait (ibid , Vol. I, p. 54). 

^^^id , Vol. I, p. 55. 
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shrift from the later Sismondi, and though he does not 
use the phrase, he icaiizes how Imsez-faire may break 
down on inequality of bargaining power* There may 
be self-interest displayed in highway robbeiy, and self- 
interest may likewise dictate to the victim the expediency 
of offering no resistance, if acquiescence is calculated to 
increase his prospects of escaping unmurdered,^ The 
institutions of society have, argues Sismondi, given rise 
to a similar kind of restraint, though it may not be 
accompanied by such obvious violence* '' It has as 
often as not placed the poor man under the necessity 
of submitting to increasingly onerous conditions, under 
the penalty of dying of hunger; in placing him in this 
perilous condition, it falls to society to undertake his 
defence.'*^ Left to its natural course, the conflict of 
interests, since it may be to the interest of the weak 
not to resist, may lead to the triumph of injustice.^ 

Thus we arrive in the most general terms at the 
functions of government. Each individual, pursuing his 
interests, tends to increase the speed of the machine; 
the task of the Government should be to slow down # 
and regularize its movement; to exercise, in the pursuit 
of wealth, '' une action r^gulatrice ei mod6ratrice*''^ 

The difference between other economists and Sismondi, 
as he himself expressed it, was that while they had 
applauded the new industrial ardour, and had urged 
to greater rivalry and speed, he had felt merely alarm, 
and had summoned the friends of humanity to assist 
in retarding the social chariot which, in its accelerated 
course, seems to be on the point of plunging us in the 
abyss/ 

^ Ibid , Vol. I, p. 197. 

^ Ibid.» Vol. I, p. x<>7. 

® Ihtd .s Vol, I, p. 37<). 

Vol. I, pp. 381-385. 4 

® See Etudes sur I* Econonm Politique, Vo!, II, p 2T1 
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Easy enough to speak of slowing down; but how? 
Take, for instance, the vexed question of inventions and 
machinery on which Sismondi has unusual views. In 
the main he detests inventions; they usually, though 
not necessarily, lead to evil consequences. Man loses in 
intelligence, in bodily vigour, in health and gaiety, all 
that he gains in increased power to produce wealth,^ 
Even children, it is true, may make stockings from their 
most tender years, before they have tasted any of the 
enjoyments of life. But at what an odious price are 
these things bought! The normal effect of inventions 
is to diminish the labour demanded, and thereby make 
the country poorer, even though this broad effect may 
be concealed by the operation of foreign trade which, 
while creating prosperity in the producing country, may 
concentrate elsewhere the real ruin created. Thus in the 
case of English manufacturers, all the suffering has 
fallen on continental producers, all the enjoyment has 
remained with the English."^ It is not, however, all 
inventions that are to be condemned; the criterion which 
Sismondi applies is to be found in the pre-existence of an 
unsatisfied demand. ' ' Whenever demand for consumption 
surpasses the means of production, any new discovery is 
a benefit for society, because it provides the means of 
satisfying existing needs. On the contrary, wherever 
production is fully sufficient for consumption, any 
similar discovery is a calamity because it does not add 
to the enjoyment of the consumers anything else than 
that of satisfying their needs at a lower price, while it 
suppresses the very life of the producers.''^ The market 
must first be extended; if this is done, there is room for 
invention. Modifying the argument, Sismondi contends 
that when an invention extends the market by putting 

^ Nouveaux Principes, Vol. I, p. 366. 

® Ibid., Vol. I, p. 322. 3 Ibid.f Vol. II, p. 317. 


212 DEVELOPMENT OF ECONOMIC DOCTRINE 

the commodity at the disposal of a poorer class, it is 
beneficial. But if the market cannot be extended, 'either 
because all needs are already supplied or because, no 
matter what reduction in price is made, the poor 'will 
never be consumei-s, then the discovery is a calamity 
for the human race, lor in this case it will only advantage 

certain manufacturers at the cost ot others or, it may 

be, certain nations at the cost of others.' So also, when 
Sismondi assumes the part of a IdudutOT tCTHpoHs aett 
it is one of the marks of happier times that then men 
only thought of inventions when a new need had made 
itself felt.- 

It remains to be considered what can be done to 
protect society and the worker against the rage of 
inventors. Here Sismondi does not got beyond a very 
tentative and curious suggestion. He realizes that it 
would be idle to forbid the use of a pernicious inven- 
tion, if other countries were still free to make use of it 
The sole measure of protection which he suggests is 
the suppression of the privileges accorded to the inventor; 
if all inventions are at once made known and available 
to all, then, as he says, revealing the individualist at 
ms heart, “ the zeal for such discoveries will grow cold.”’ 

regard to population, that apple of discord which 
Malthus had lightly tossed to the economists, Sismondi’s 
views are likewise peculiarly his own. Population, he 
holds, is limited by revenue. In contradistinction to 
what Malthus had said, population never reaches and 
probably never will reach the limit of possible subsis- 
tence. It is checked because it becomes impossible to 
buy the means of subsistence, or because people are 
not allowed to work in order to produce it. The check 


> Ibid., Vol. n, p. 321 . 

* l&tudeSf I, p. 3^^. 

^ NouvBaux Fftneipes, VoL 
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thus comeS;, itot from the means of subsistence, but from 
the '' will '' of man, above all of the landowner who 
will not allow others to work unless he receives a 
revenue for his assent A This, of course, is scarcely in 
i opposition to Mallhus; but in his further elaboration of 
the element of human volonU, his views as to the 
natural action of man differ profoundly from those of 
Malthus, The vital thing on which population depends 
is the demand for labour.- Given employment and an 
assured revenue, people will marry and have children; 
the vice of the new society is that there is no seciiiity as 
to the worker's revenue, and the worker being deceived 
as to his position, children are born for whom there is 
no provision. It is a firm article of faith with Sismondi 
that the worker will not marry until he can afford to 
marry, and that he will proportion his family to his 
revenue — ^that is, assuming there is stability and a fixed 
revenue. But if there is no stability, if the workers are 
displaced by machinery, how grave is their situation 1 
^ The workers’ revenue is no longer within their calcula- 
tion; it may be altered by others without their knowledge; 
the entrepreneur himself may miscalculate.^ So living 
from day to day, the proletarians become content that 
their children should do the same ”; moreover, do not 
the children become a title to charity, and may they not 
spasmodically earn wages from the age of seven? Thus 
the restraint on marriage disappears and children are 
born for whom society has made no provision.^ It is 
not then so much demand for work that is important, 
^ Ibid., Vol. II, pp. 267-270. 

2 The similarity to Malthus and the different emphasis are 
alike interesting: "'La population se mesure ton jours, m 
dernifere analyse, sur la demande du travail. Toutes les fois que 
le travail sera demand^, et qu'un salaire suffisant lui sera offert, 
jv Touvrier naitra pour le gagner ** (ibid , Vol. II, p. 284). 

« Ibid , Vol. II, p. 259 
^ Ibid., Vol. II, p. 263. 
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as regular and perpetual demand; for if the demand is 
intermittent, it merely creates workers in order to 
condemn them to death. ^ 

We are back, it will be observed, at the old point. 
Excessive population is the ofl spring of instability, which 
itself is the offspring of over-production and of all the 
devilish inventions of the era of the Industrial Revolution. 
His views, by way of suggested remedy, even if imprac- 
ticable are of interest. He accepts as almost obvious 
the view that the obligations of celibacy rest on the 
married as soon as they have the family to which they 
are entitled-— which would appear to be one boy and 
one girl. To have more would bo unjust and cruel, 
since such a course is tantamount to depriving others, 
either of the joys of marriage in youth or of the comforts 
of children in old age.^ Beyond this, the remedies which 
Sismondi hints at, rather than suggests, are drasiic'L* he 
would be prepared to prohibit the marriage of the poor, 
or at least to require certain guarantees. The aim of 
the Government, so far as the agricultural population 
is concerned, should be to unite labour and property, 
and Sismondi* s suggestions would ultimately rest marriage 
on a property qualification. In the towns, though the 
task is not so easy, the end should be the same, namely, 
to abolish the precarious position in which the workers 
live, to make it possible for them to attain to a certain 
status, and to forbid marriage until that has been reached. 
This means among other things a guarantee from the 
employer; it means vesting in the employer the right to 
veto the marriage of his employees; it means, on the 
other side, that the worker is to be a permanent charge 
on his industry.'^ 

Vol II, p. 285. 

VoL 11 , p. 205. 

® He was more definite in earlier editions. 

^ Ibid , VoL 11 , pp, 339* 363, etc. 
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In summary, Sismondi is a protesting voice, and it is 
from this point alone that he is significant. In so far 
as he presented a body of doctrine to the world, he is 
negligible. His chief obsession, that of a general over- 
i production of goods as an explanation of glutted markets 
and commercial crises, is obviously untenable, and the 
orthodox spokesmen have never had any difficulty in 
showing that while there may be over-production in 
respect of particular commodities, a uniform over- 
production of all commodities simultaneously is unimagin- 
able.^ Over-production, indeed, means disproportionate 
production; it means, within limits, that too much is 
produced, having regard to the volume of other products; 
that is to say, it involves under-production elsewhere. 
So also, in his doctrines with regard to machinery and 
improvements, and in his insistence on the existence of 
a previous demand before expansion is justified, Sismondi 
turns a blind eye to half the facts of economic life, 
and neglects the possible reactions which variations in 
the conditions of supply may exercise on demand. It 
is scarcely too much to say that none of the peculiar 
tenets of Sismondi has stood the test of time. Yet he 
is not thereby negligible. In an age when the protest 
was necessary, he affirmed that wealth was made for 
man and not man for wealth, as the chrematistic '' 
doctrine seemed to imply;^ in the darkest days of the 
Industrial Revolution he asked, very pertinently, where 
the world was going, and insisted on the importance for 
the worker of stability and status. But in truth he 
gets nowhere in particular. He never reached Sociali.sm, 
though it would be easy to collect a nosegay of Socialist 
sentiments from his works, and it would be folly to ignore 
his influence on later Socialist writers. But his final 

^ See Mill, Principles of Political Economy, Book III, chap. 14. 

® See Etudes, Vol. I, p. 62. 
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attitude is rather one of helplessness and bewilderment 
before a problem of which he cannot find the solution.'^ 
He is perhaps a moralist rather than an economist, 
reminding us, as certain of our own poets have done in 
these latter days, of the folly of those whose vision is 
machines for making more machint's, of the poverty of 
a life which leaves no time to stand and stare. Righteous 
indignation, such as inspired Sismondi, is a noble passion, 
and the indignant prophet fulfils a useful purpose, even 
if indignation not infrequently leads to bad logic. 

* The pathetic words %vith which (in some editions) the 
Nonveaux Pnnnpes closes have often been qnote<i: ** Je I'avotie. 
apr^s <avoir indicpid oil est nos yeux le piincipe. oh est la 
justice, je ne me sens pas la force de tracer k*s moyens (Vck6cu~ 
tion; la distribution dcs profits du travnil entre ceux qui con- 
courent k les produire me parait vicieuse; mais il me semble 
presque au-de&sus des forces humaines de concevoir un tHat de 

propri6t6 absolument different de celui que nous fait connaitre 
r exp<5nence.*' 


CHAPTER VIII 


MULLER, LIST AND VON THtJNEN 
Miillcr 

Of the group of three German writers discussed in this 
chapter, Adam Miiller^ (1779-1829} is the least known in 
this country. His has been a curious fate. If not 
entirely forgotten, he at least suffered a considerable 
measure of neglect until, quite recently, the neo-romantic 
school in Germany, elaborating a point of view similar 
to his, have recalled him from his oblivion and have 
engineered for him a reasonably successful revival. Dr. 
Spann would persuade us (according to the edition 
consulted) that Muller was the greatest economist of all, 
or of his own, tin^. As his contemporaries included a 
Ricardo and a Malthus, even the more cautious eulogy 
savours of extravagance. To others, again, it may 
appear that Muller was not an economist at all, but rather 
that he was m!^erely'one who waDowed in windy words. 
Yet even if doubts be entertained on this point, he is 
rightly admitted here as representing a distinct line of 
criticism and because of his spiritual kinship with List. 

^ Born in Berlin, 1779; studied in Berlin and Gdttingen; 
received into the Roman Catholic Church in 1805; ultimately 
entered the Austrian State Service, and finally became Councillor 
in the State Chancellory in Vienna, His chief works were the 
Elemente der Staatskunsi (1809) and the Versuche eimr muen 
Theorie des Geldes (1816), but there is in addition a good deal 
of miscellaneous writing. 
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Muller would probably have regarded himself as 
primarily a political writer, and only secondarily as an 
exponent of economic doctrine. His views on politics, 
it is true, are such that in his presentation politics and 
economics become inextricably intertwined; yet at the 
same time it is abundantly clear that his mind is 
preoccupied with consideiations usually regarded as non- 
economic. To him moie than to anyone else is due the 
reaction against certain aspects of Adam Smith's teaching. 
Smith, without doubt, had raised his theoxy on the 
instincts and actions of the individual, though he had 
been by no means so one-sided as later criticism suggested. 
Without violent injustice, Adam Smith's state could 
therefore be represented as being a ccmglomeration of 
individuals, the national wealth as the summation of 
individual substances; and for him the economic impulse 
was to be sought in the individual heart, moved by highly 
enlightened self-interest. In the phrase which later 
became so much beloved, Adam Smith was atomistic 
the public interest, so far as it was considered, was a by- 
^ product, due to the silent functioning of an unseen hand. 
VWith Adam Miiller, on the other hand, the State comes 
first, and the individual has only significance in relation to 
thelState.^ ft is therefore necessaiy to approach Muller's 
contribution to economics by way of his more general 
political doctrine. 

Two dominant influences are obvious in the writings of 
Miiller. In the first place, he was part and parcel of the 
so-called Romantic movement, and the leading represe nta-^ 
tive of that movement on the political and economic" side f 
As to fhe precise significance of the Romantic movement, 
as it existed in Germany, the phrase is one of those which 
are better left vaguely sensed than precisely defined. As 
a school the Romantics strove for the unseen and the 
eternal, for the intangible and the infinite; they concerned 
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themselves with the ultimate riddles of life, and so tended 
to a mysticism incomprehensible to those entangled in the 
seen and the temporal. The other primary influence is 
that of Burke, to whom Muller consistently refers in words 
of the highest eulogy. 

The central point in Muller's theory is the Aristotelian 
doctrine that man is inconceivable outside the State. 
Every individual is in the centre of civil life, interwoven 
with the State on all sides, just as every individual is at 
the central point in the life-period of the State, with a 
past lying behind, which must be respected, and a future 
which must be cared for. The State, then, is not an 
artificial creation, begotten for the attainment of particular 
ends and objects in civil life; it is the sum-total of civil life 
itself. In a phrase to which Muller constantly recurs, it is 
not merely a fundamental human need; it is the supreme 
human need.^ 

Moreover — a point in which the influence of Burke 
becomes apparent — ^the State represents a continuity 
through time. In the great warfare which man wages 
with the earth, he has need of allies, and the alliance 
extends not merely to all those who are contemporaries in 
the struggle, but it also embraces all past generations, 
since no generation can successfully conduct this warfare, 
relying on its own strength alone. The State, then, is this 
double alliance, not merely of all who are at any time 
living together, but also of all those who follow each other 
in time.^ It is thus immortal and to be viewed not as 
something static, but as in continual motion. The mutual 
interdependence of all, in the stream of time, is thus made 
fundamental. The analogy of the household continually 

^ Elemente dev Staatskunst, Vol. I, m). ^29-3X. The State is 

das Bedurfniss aller Bediirfnisse des Herzens, des Geistes und 
des Leibes.'' References are to the recent editions in the Herd- 
flamms Series. 

^ Ibid., I, pp. 59-60. 
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recurs in Muller; each individual can produce and possess 
only in so far as he is a member of a group which together 
makes up a household,^ and it is because Muller believed 
that in the Middle Ages society was in fact constituted on 
such a family basis that his writings are so full of eulogies 
of the feudal system and of the place and function of 
a nobility in the State, That the State should be a 
leviathan, consuming the individual, is of the essence of 
Muller’s political doctrine, and it is a not uncommon point 
of view in German speculation; what is more peculiar to 
him is that he somehow persuaded himself that his ideal 
was embodied in the feudal system. 

With such a hasty sketch of the political background, it 
is possible to approach the more specifically economic 
doctrines of Muller. And first of all, his antagonism to 
individualism leads him to reiterated condemnation of 
absolute private property, that evil legacy of the Roman 
law, so gloriously absent under the feudal system. The 
result of cutting the individual off from the whole is that 
each and all will live in poverty, possessed by a lust for 
exclusive possession which no wealth, however great, may 
satisfy . ^ As the members of a family, on an equal share-out, 
are all poorer than they were before, although arithmeti- 
cally there has been no change in the sum-total of wealth, 
so in society there is a force present which heightens all 
values.^ Muller, indeed, finds that there are three kinds 
of property: {a) pure private property; (6) corporative 
property; and (c) State property. Moreover, all these 
elements are, or should be, present in all property, and 
the individual only possesses in so far as he is at aU times 
prepared to share with others what is peculiarly his, and, 
should occasion arise, to surrender it to the State. Real 




^ Theorie des Geldes, p. lo* 

^ Ibtd,, p. 7. 

•Ibid,, p. It. 
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property exists only in common possession, and all private 
property is but a right of usufruct.^ Miiller's devotion to 
the feudal system is due to the fact that in his view it 
embodied this principle; and indeed in one place he oddly 
defines feudalism as embracing all the legal hindrances in 
the way of private property. ^ 

Turning more to the nature of wealth and the meaning 
of production, Muller repeatedly emphasizes his diverg- 
ences from Adam Smith. In opposition to the doctrine of 
laissez-faire, what should be the task of the statesman? 
It should be to consider the totality of the needs of his 
State, viewed in the light of eternity. Non-intervention is 
but the consecration of the right of absolute property, the 
renunciation of the claims of the State to all property.^ 
The doctrine which appeals to a law of Nature is “ revolu- 
tionary 'Mn so far as it implies that human institutions 
and laws are bankrupt.^ For Muller, the State is always 
in the centre of all things, and consequently all wealth, all 
production, ail consumption must alike be viewed in the 
light of their reaction on this eternal thing which we call 
the State. Value itself, as distinguished from price (which 
relktes to the moment), is indeed but the significance 
which a thing has in the State, and for the perpetual 
rejuvenation of the State, ^ and it. is Muller’s central 
criticism of orthodox Political Economy that it is a theory 
of wealth which takes no account of the value of things in 
this high sense.® It concerns itself with things, never 
with persons. Adam Smith, in Muller’s indictment, is 
concerned only with tangible things that can be bought 
and sold; and admittedly, Smith’s discussion of productive 

^ Ibid., pp. 19-20. 

^ Staatskunst, I, pp. 268-269. 

® Theone des Geldes, pp. 102-103. 

^ Ibid., p. 132. 
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and unproductive labour, if viewed apart from 
development of that rather foolish controversy does 
rather harsh on the philosopher whose philos Jnht? ® 

wealth come about? A system of Politicil Fi-a 
whmh aims at the multiplication of ‘‘ pLucfr °TJ 
which removes all hindrances to the further mAr 
products, may result in a wealth which hoc 
existence.^ Adam 

S li£ ’’hfe *7““' «d>aag.able “S' 

pad, like his predecessors, neglected other en^iu’ 

important questions. Amongst other thimrs fo^ m!f 1. 
he had forgotten to consider whaHs 

in the State which maintains wealth.^ 

Thus we arrive at a view of Political Economy which !o 
largely emancipated from external things which^if hi? 
tant, are important only because they ifcrease 

be expressed in numbers.”* He is indeed at onf S 
Lauderdale, to whom he refers with approval in rriec?? 
cun-ent_ views on production and^Sony 
economic activity of society is at o^e an unendkv 
?nrnlf^r°^ Unending production, and an excess 

0 production over consumption is only apparent National 

wealth IS not to be arrived at by subtracting the natira's 


» V PP- 35-36. 

, fP’f,-, PE 356-357. 

Welche Kraft od^r 


(X. p'. 37I?' Staate ist erhaltend? 

*, T^«on« des Geldes, p. 14 . 

® imd , p 46 . 
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needs from the nation's products; that merely leaves a 
''dead deposit of possessions"; on the contrary, true 
consumption is itself a source of national wealth, which 
exists in use as well as in possession A Out of the ever- 
lasting conflict between production and consumption there 
arises a higher product, which may be called the national 
credit, the national power, faith in the State, the State 
itself.^ The State is thus not merely the cradle in which 
all wealth is produced and the guarantor of all wealth; 
it is at the same time the end of all production and 
consumption. 

Akin to this is Muller’s position with regard to what 
he termed spiritual capital. It is in keeping with his 
reverence for tradition and continuity that he should 
replace* the familiar trinity of " land, labour and 
capital" by "Nature, man and the past."^ Capital 
is the contribution made by past generations to the 
present race of men for use in their struggle with 
Nature, and as such it belongs to the whole race of men 
and to all generations of men, subject to a right of 
usufruct."^ But so viewed, the legacy of the past is not 
merely material; it is also spiritual in character; hence 
alongside capital, as interpreted by Smith, it is necessary 
to find a place for spiritual capital. To this idea Muller 
constantly recurs in one form or another. In this sense 
the ^wea lth of the State comprises, among other more 
obvious things, the arts of administration, the constitution, 
the laws, and all great national memories.^ At times 
particular emphasis is laid on the element of legislation, 

^ See Theorie des Geldes, p. 66; Staatskunst, I, pp. 348, 474. 
2 Theone des Geldes, pp. 70-72. It is characteristic of the 
rather meaningless jargon which Muller loves that credit should 
be called dieses Produkt aller Produkte.'* 

® Staatskunst, II, p. 6. 

‘^md.,1, p. 161. 

Theorie des Geldes, p. 12 
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as when he declares that the legislation of a Christian state 
is the only real wealth of that state, a proposition in an 
especial degree true of England, for England’s power rests 
not on the soil or on labour, but on capital— the divine 
capital of laws, customs, national leputation and ciedit.^ 

Another point on which the polemic of Muller is directed 
against Adam Smith relates to division of labour. The 
citizen, he says truly, must not cease to be a complete 
man merely because he looks after his own business; and 
in an imaginative passage he pictuies man in the begin- 
ning of society revealed in the comprehensive fullness of 
his capacities. The whole Slate is then but a single man; 
but likewise the individual man is no less than the State. 
All those who come after this original man together make 
up the complete man in whom the various occupations of 
life are in as natural equilibrium as they were in him. 
Thus division of labour (or of the various functions of 
society) is only possible by a personal relationship among 
those concerned, so that together, by their union, they 
shall represent a great and complete person,^ But while 
by progressive division of labour there is on this side an 
ever greater departure from the original man, in whom all 
activities were combined, the needs of each individual 
remain the same. Each one can therefore labour only on 
condition that all others labour for him. He needs the 
totality of aU others; in short, society, the union of all 

^ Theorie des Geldes, pp. 107-108: Staatskunst, 11 , p. 16. In 
a curious elaboration of the distinction between physisches'* 
and geistiges capital, Muller typifies them by the two great 
common possessions, money and language, thus giving four 
elements in national wealth: land, labour, physical capital 
(money) and spiritual capital (speech, learning and writing) 
Corresponding to these, since even a philosopher cannot resist 
the allurement of jingle, are the four classes of society: Lehr- 
stand, Wehrstand, NS,hrstand, and Verkehrstand. (Stdatskunsti 
U, pp. 29-33.) 

* tkeone d$$ Geldes, pp. 123-124, 
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economic functions, the State, remains the need of all 
needs,'' and this uniting force must become stronger as 
division of labour is carried further A 
Adam Smith’s curious explanation of division of labour, 
as due to a propensity to truck," is mildly described by 
Muller as ind)mplete. Division of labour springs from, 
and is dependent on, capital, or in Muller's use of the 
word, ^'the past," which furnishes a guarantee to the 
worker while he is devoting himself to his particular task. 
Yet division of labour (and it is to Muller’s credit that he 
realized it) may in itself reduce men to the level of slaves 
and machines, unless there is a true national capital, the 
inheritance of the past, active in the minds of the workers 
to counteract these dangers. ^ 

In the course of his criticisms of Adam Smith, Muller 
constantly recurs to one point in partial extenuation of 
Smith’s one-sidedness. It is that Smith’s doctrines are 
the peculiar product of Great Britain, and comprehensible 
when one has regard to the conditions prevailing in this 
country; and further, that the elements which Smith’s 
doctrine neglected were those of most importance to 
continental nations where the conditions were different. 
Muller constantly speaks with an embarrassing apprecia- 
tion of England. Smith, he says, could afford to neglect 
the element of spiritual capital, because everyone in 
England took that side for granted. Production might 
there be emphasized to the apparent exclusion of the 
conservation or maintenance of wealth, because the 
principle of maintenance {Erhaltung) and of national 
unity had for centuries been instinctively implanted by 
the constitution and by the customs of the country. So 
alsb in Great Britain the application of the principle of 
division of labour would not have the evil effects it might 

^ Ibid., p. 138. 

® Staatshunst, 11 , pp. 17-23. 
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have elsewheie, because of the existence there of a 
reintegrating national spiritual capital, whereby every 
citizen in this blessed island is again inspired and ennobled 
by the all-pervading spirit of former times and of common 
achievements in the past* It almost reads like a far-off 
echo of a verse in '' Rule, Britannia/' Whether or not 
Miillcr's doctrine be accepted, it is at least illuminating. 

As one of Muller's chief works is ostensibly devoted to 
a theory of money, a slight reference to his views on this 
aspect of economic doctrine may be expedient* Yet here, 
even more than elsewhere, Muller trails off into the 
mystical, the nebulous, the symbolic and, indeed, it is to 
be feared for most, the entirely incomprehensible. It has 
been shown that the fundamental need of man is for 
reunion with his fellows; the desire for money is a reflexion 
of this desire for union or, otherwise expressed, for the 
State. Men and things require to be linked together, 
and the great uniting force is the State, Money is the 
economic expression of this need for union, just as the law 
is its juridical expression. It is in fact a substitute for the 
State, and like the State, and, indeed, all property, it 
should be a common possession. Only in the moment of 
circulation, in passing from hand to hand, is money 
money; if it becomes an object of private possession and 
'' rests," it ceases to be money. In so far, then, as the 
essence of money is that it is the mortar that links society 
together, money for Muller is something that goes beyond 
the ordinary conception of the market-place. In so far as 
any object is desired by two persons, it becomes money. 
Money is thus a property inherent in all individuals (and 
things) in civil society by virtue of which they enter into 
relationship with other individuals. The citizen himself, 
in so far as he becomes more necessary to others, becomes 
money; the more excellent he is, the more he is monev. 
So, elsewhere, the State is money; the law, likewise, is the 


t 
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purest form of money. Money, thus representing the need 
of society, is something eternal, a primitive need, existing 
at all times in its two forms, later represented by metallic 
money and the ''Word.'*^ It is, of course, open to 
anyone to define money (or anything else) as he or she 
chooses; but a theory of money as so defined is scaicely 
calculated to furnish much illumination, either at the 
Treasury or the Bank of England. Into the abstruseness 
and the curious symbolisms with which Miilier’s theory of 
money is adorned and obscured, it is, happily, unneces- 
saiy to enter here, but it is interesting to observe that 
Muller notes as one of the fortunate consequences of a 
paper circulation the fact that it links those who hold it 
more closely to their particular state. World-money or 
metallic money, on the contrary, fosters the illusion that 
the holder's interests are dependent on the stream of world 
trade, and thus conceals the fact that he is much more 
directly dependent on the internal trade of his own country 
and on his own sovereign. Gold and silver encourage the 
belief that wherever the language of metallic gold is heard, 
there is a man's fatherland; paper money attaches him to 
his own soil.^ 


List 

Apart from the recent revival of interest in the origins 
of Romanticism, Muller’s claim to consideration rests on 
the fact that his point of view is so largely reflected 
in Friedrich List^ (1789-1846). List was no visionary 

1 For examples of the peculiar interpretation of money see 
Staatskunst, I, pp. 351-354; II, pp. 78, 97-101; Thsorie des 
GeldeSf pp. i8o, 212. 

^ Staatskunst, I, p. 453. 

® Born at ReutUngen in 1786; became Professor of Economics 
at Tubingen in 1817, Obliged to resign in 1819, he entered the 
Wurtemberg Chamber. His agitation for reform led to his 
expulsion. Being released he emigrated to America, where he 
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dreamer. He played a very practical part in the affairs 
of his day; and though the world broke him, he was yet a 
man of the world. But, to a large extent, the substance 
of his views is in line with Muller's thought. What 
Muller saw darkly through a haze of mysticism and 
symbolism, and expressed in a cloud of worcls, List wrote 
and expounded in the spiiit of a political pamphleteer. 

For all practical purposes, List's contribution to 
economic doctrine is to be found in The National System 
of Political Eco7iomy^ It suffers to a considerable 
extent from being very largely a tract for the times, issued 
for the encouragement of the Germany of List's day; and 
as such it is highly polemical in tone, the opponent to be 
disembowelled being a somewhat distorted Adam Smith, 
or an amalgam of Adam Smith and his less careful 
followers, known throughout List's volume as the 
school." The attack on Adam Smith is lively and 
spirited, even if the book suffers from frequent and indeed 
intolerable repetition. Without aiming at a comprehensive 
review, certain ideas may be selected as representing the 
essential core of List's criticism of " the school." 

Fundamental in his criticism is his contention that 
Adam Smith gives merely a theory of value, that his 
doctrine is nothing more than a shopkeeper's theory built 
up on the conception of " value in exchange,"^ Wealth 
and the causes of wealth represent two entirely different 
ideas, and it is more important to consider the latter than 
the former.® A person may possess wealth, but if he does 

remained for seven years as journalist, etc. Returning to 
Germany, he took up the causes of railway development, and 
of the Zollverein, Suffering ill-health and financial embarrass- 
ment, he died tragically in 1846 

^ References to English translation by S. S. Lloyd. 

® e g. National System of Political Economy ^ p. 279. 

® Muller's phraseology in making the same j^oint is interesting; 
he contrasts ** Nationalreichthum " and Nauonalbereicherung 
(Theone des Geldes, p. 44) 
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not possess the power of producing objects of more value 
than he consumes, he will become poorer. '' The power 
of producing wealth is therefore infinitely more important 
than wealth itself; it insures not only the possession and 
the increase of what has been gained, but also the replace- 
ment of what has been lost.''^ On these lines List stresses 
throughout the contrast between what he calls the theory 
of values and the theory of productive powers, and 
illustrates the distinction by the example of two fathers, 
each with five sons and a surplus of one thousand thalers 
a year. The one invests his savings at interest, and 
keeps his sons at common hard work; the other uses his 
savings to educate two of his sons as ** skilful and intelli- 
gent landowners,'' and in enabling the other three to learn 
a useful trade. The former, acting on the theory of 
values, is the richer at his death; on the theory of 
productive powers, it is the latter who is to be com- 
mended.^ 

Throughout, therefore, it is the “ development of 
productive powers " that has to be kept in view, and the 
causes that may influence this are infinite : 

'' The Christian religion, monogamy, abolition of slavery 
and of vassalage, hereditability of the throne, invention of 
printing, of the press, of the postal system, of money, 
weights and measures, of the calendar, of watches, of 
police, the introduction of the principle of freehold 
property, of means of transport, are rich sources of 
productive power. ... We can scarcely conceive of any 
law or any public legal decision which would not exercise 
a greater or smaller influence on the increase or decrease 
of the productive power of the nation.*'® 

^ National System of Political Economy^ p 108, and indeed 
all chap. 12. 
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This, it will be observed, is nothing less than the sum 
total of the human legacy as incoiporated in our national 
life, and indeed List so expresses it: 


" The present state of the nations is the lesult of the 
accumulation of all discovciios, inventions, impiovements 
peifections, and exertions ol all tlu‘ generations which 
have lived before us; they form the mental capital of the 
present human race, and every sepaiate nation is produc 
five only in the proportion in which it has known how to 
appropriate these attainments ot former generations and 
to increase them by its own acquirements. . . .”i 


Ihis leads to the second and even moie deliberate line 
of attack made by List on "the school," viz., their 
neglect of the national element. Quesnay had extended 
his investigations to the whole human race, and Adam 
Smith, following him, had likewise neglected true Political 
Economy. Taking the literal meaning of the words, 
Political Economy ought to have reference to the life of 
a nation; the school had substituted for it “ cosmo- 
political or world-wide economy. ’ ' 2 Assuming a universal 
union or confederation of all nations, the Free Trade 
position is justiHed, but " the popular school has assumed 
as being actually in existence a state of things which has 
yet to come into existence.''^ phe position, however, as 
we know it, is that between each individual and the 
wdiole of humanily stands the nation, the embodiment 
of a tradition which List praises in words reminiscent 
of Burke and Muller." Individuals are not merely pro- 
ducers and consumers, they are also citizens of states and 
members of nations,® and moreover, the producing power 
of all individuals is to a great extent determined by the 


^ Ibid.t p. 113. 
® ibid,, p. 98. 

» Ibtd,, p. 102. 
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social and political circumstances of the nation.^ The 
function of political economy, then, is to accomplish 
the economic development of the nation. 

It follows, therefore, that any attempt to keep 
economics free from politics is mistaken, and that the 
doctrine of laissez-faire is a delusion. As List says in 
one place — and he has been justified by the event — '' the 
necessity for the intervention of legislative power and 
administration is eveiywhere more apparent the further 
the economy of the nation is developed.^ Laissez-faire 
is a maxim which sounds no less agreeable to robbers, 
cheats and thieves than to the merchant. It is not 
the function of the statesman to do nothing: ** A states- 
man will know, and must know . . . how the productive 
powers of a whole nation can be awakened, increased, 
and protected, and how, on the other hand, they are 
weakened, laid to sleep, or utterly destroyed.''^ 

How, then, is this task of the statesman to be accom- 
plished? The answer brings us to what is perhaps the 
central point in List's doctrine. Adam Smith had 
emphasized the advantages of division of labour as 
applied to any individual trade, as, for example, pin- 
making; he had '' no perception of the division of labour 
as affecting a whole nation,"^ and as applied to a whole 
nation the principle of division of labour means the 
symmetrical development of all the powers of which the 
nation is capable: 

'' The popular school, inasmuch as it does not duly 
consider the nature of the powers of production, and does 
not take into account the conditions of nations in their 
aggregate, disregards especially the importance of develop- 
ing in an equal ratio agriculture, manufactures and 
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commerce, political power and internal wealth, and 
disregards especially the value of a manufacturing power 
belonging especially to the nation and fully developed in 
all its branches/'^ t 

This is the text on which List preached to the Germany 
of his times the imperative need for the encouragement 
of mantilacturcs. His doctrine has obvious reference to 
the circumstances of his age as List saw them. England 
was the workshop of the world, intent on nipping con- 
tinental manufactures in the bud; was it safe for other 
countries to be content with a position of subordination, 
accepting this "insular supremacy"? list's argument 
is that the agricultural state is definitely inferior to the 
state which combines both agriculture and manufactures, 
and he is led, in emphasizing this point, to not a little 
disparagement of agriculture and to enthusiastic praise 
of the effects of manufactures in a community. Thus, 
while it would hardly be proper to say that he reverts to 
mercantilist views, it is certainly true that he is led to a 
position entirely antagonistic to the Physiocrats. He con- 
stantly recurs to the argument that navigation, inland 
and foreign trade, and agriculture itself, flourish only 
where manufactures have reached a high state of pros- 
perity.^ A nation which possesses merely agriculture lacks 
the most essential division of operations among its 
inhabitants; it will attain not a half, scarcely a tenth, of 
^ the material wealth of the perfect nation A As against 
a " crippled state of agriculture," it is urged that in the 
state which introduces manufactures at the right time, 
the agricultural and industrial productive powers will 
react on each other, reciprocally promoting an increase 
—"indeed ad infinitum*' says the optimistic List.^ A 
nation which carries on agriculture alone is like an 

Ihtd*, p. 3:14. ^ Ibid,, p. 1^4. 

^Ihtd,, p. 89. ^ Ilnd,, p. 12G. 
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individual who lacks one arm,^ and how unhappy (with 
all respect to Varro and the Physiocrats) is the condition 
of such a country; for there (to quote only one outburst) 
'' dullness of mind, awkwardness of body, obstinate 
adherence to old notions, customs, methods and pro- 
cesses, want of culture, of prosperity, and of liberty 
prevail/'^ Manufactures, on the other hand, are ''the 
offspring, and at the same time the supporters and the 
nurses, of science and the arts/'*^ It is indeed only under 
the influence of manufactures that agriculture itself is 
raised to a skilled industry, an art, a science. Into 
the glories of the manufacturing state, where inventions 
are encouraged, where genius is valued and rewarded, 
where the gift of time is appreciated'^ it is unnecessary to 
enter; it is enough that "all the mental powers of a 
nation, its State revenue, its material and mental means 
of defence, and its security for national independence, 
are increased in equal proportion by establishing in it a 
manufacturing power. Moreover, as has already been 
implied, this development of manufactures is required 
for the full development of agriculture itself. The 
farmer requires manufactures at his door, not in another 
countiy; manufactures increase the value of land tenfold, 
to the manifest advantage of the agricultural interests, as 
is evidenced by the fact that in a suitable nation the 

^ Ihid., p. 130. 

® Ihid., p. 159. 

^ Ihid,, p. 161. 

^ How can the shepherd learn to estimate the value of time, 
to whom time is simply a burden which his pastoral pipe or 
sleep alone makes tolerable to him? " (p. 163), This beautifully 
idyllic conception of the shepherd's life still seems to survive from 
eighteenth century pastoral poeti^. See Mr. Hearnshaw on the 
labour of the shepherd: '' He sits and contemplates the stars, 
Nature does the rest, and he is rich " {Survey of Socialism, 
p. 351)- As Mr, Robert Burns said of something else, supposed 
to be easy: Let them try." 

® National System of Political Economy, p, 16S, 
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internal manufacturing production will occasion from 
ten to twenty times more demand for ordinai-y agricultural 
products than the most flourishing exportation of such 

pioducts coiiid do.^ 

These considerations indicate the functions of the State, 
for with List economics remains political and national! 
It is essential, in general terms, to promote the produc! 
tive powers of the nation; in particular, it is imperative 
at the right time to secure the development from a lower 
to a higher stage — in the case which List had particularly 
in mind, from the purely agricultural state to the state 
combining agriculture and manufactures. In his com- 
plete statement, there are five stages of development 
through which a nation has to pass, and these he 
describes under the names of original barbarism, pastoral 
condition, agricultural condition, agricultural manufactur- 
ing condition, and agricultural manufacturing commercial 
condition. It is in fact, however, only with the latter 
three that he is concerned.^ The primary weapon 
whereby a nation may progress from a lower to a higher 
stage is Protection in one form or another; but the 
common view that List is a stout, uncompromising 
advocate of Protection is as erroneous as the not 
uncommon impression that Adam Smith was a free-trader 
sans phrase. It is true that in List the emphasis is all 
on Protection, because he is primarily concerned with 
the stage at which, on his view. Protection is appropriate. 
But in a complete statement of his theoretical position. 
List is properly to be described as being neither a Pro- 
tectionist nor a free-trader. Neither policy is for him 
an end in itself; each is merely a means, and the 
appropriate policy will depend on the needs of each case. 

History teaches us,” as he says, ” how nations 
may and must — ^without on that account forfeiting the 

■ Ibid., pp. 194, 200. » Ibid., p. 143 
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end in view — ^modify their systems according to the 
measure of their own progress/'^ In the earlier stages 
they will adopt Free Trade with more advanced nations 
as a means of* raising themselves from a state of 
barbarism, and of making advances in agriculture; in the 
next they will promote the growth of manufactures, 
fisheries, navigation and foreign trade by means of 
commercial restrictions; and in the last, when they have 
reached the highest degree of wealth and power, they 
will revert to the principle of Free Trade — in order to 
preserve their agriculturalists, manufacturers and mer- 
chants from indolence. He cites Spain, Portugal and 
Naples as examples of the earliest of these stages where 
Free Trade is appropriate; Germany and the United States 
of America as examples of the next where Protection is 
the expedient policy, with France near the boundary of 
the highest stage; and Great Britain as the only example 
where the ultimate adoption of Free Trade is appropriate. 

It is desirable to examine more closely the place, the 
purpose and the extent of Protection in the system of 
List. The ultimate goal is Free Trade, but there can 
be Free Trade only among equals; hence in order to 
allow freedom of trade to operate naturally, the less 
advanced nations must first be raised by artificial 
measures to that stage of cultivation to which the English 
nation has been artificially elevated/'^ The artificial 
measures are, of course, represented by Protection, which 
is the only means of placing backward nations on terms 
of equality with a predominant nation.^ In speaking 
oLJdie*adaption 9f Protection, list has in mind, however, 
on^y^TOtinns^Qf a. considerable magnitude, and he speaks 
throughont^iathej; contemptuously of small states. " A 
small state,*' he says, can never bring to complete 
perfection within its territory the various branches of 

^ Ibid., p. 93. ^ Ibid., p. 107. ^ Jbid , p. 103. 
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production. In it all Protection becomes mere private 
monopoly.” It is only by alliances with more powerful 
nations and by excessive sacrifices that such a small 
state can with difficulty maintain fts independence.^ 
But even where Protection is appropriate, List is under 
no illusion on the point that it represents an immediate 
saciifice. It is a sacrifice of present advantages in order 
to insure future ones;^ but these sacrifices, he contends, 
are made good a hundredfold, and they are therefore 
properly to be regarded as reproductive outlay by the 
whole nation.'* He would doubtless have appioved of 
the contrast recently drawn between the principle under- 
lying a national debt and that implicit in Piotcction. In 
the case of a national debt it is thought proper that a 
part of the burden incurred for the benefit of the present 
generation should be borne by the future; under a 
protective system, expenditure for the benefit of the 
future is borne by the present; in either case, the appor- 
tionment is effected by the State, which alone has a 
sufficiently roving eye over time. When we turn to the 
extent of the Protection to be afforded, there are con- 
siderable limitations. In the first place, it is argued, on 
wholly orthodox lines, and in accordance with the 
principles of the school, that, so far as concerns the 
interchange of raw products, the ” most extensive liberty 
of commerce ” is always advantageous both to the 
individual and to the entire State. Manufactured goods 
are in a different case, because here restrictions on 
importations call into life and activity a mass of 
natural powers.”^ The case for Protection is then 
limited to those states which, so far as manufactures are 
concerned, are capable of reaching the highest degree 
of civilization, ** but which are retarded in their progress 


> Ihid., p. 142. See also p. 247. 


» /{nf , p. 183. 
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by the competition of a foreign manufacturing power/' 
and even so, such a measure is specifically designed for 
the purpose of industrial development only, and is 
justifiable only until that manufacturing power is strong 
enough no longer to have any reason to fear foreign 
competition/'^ Moreover, it should not “ exclude foieign 
competition at once and altogether, and thus isolate from 
other nations that nation which is thus protected/' Nor 
should all branches of industry be protected in the same 
degree; it is only the most important that require Protec- 
tion.^ The importation of machinery should also be 
free until such time as the country is in a position to 
produce it for itself. As to the height of the protective 
barrier. List says in one passage that when an indubtiy 
cannot be established by means of an original protection 
of from forty to sixty per cent., and cannot continue to 
maintain itself under a continued protection of from 
twenty to thirty per cent., the fundamental conditions 
of manufacturing power are lacking."® It is also essential 
that the duties should be known in advance and main- 
tained inviolably; and on this point he attacks Adam 
Smith, not without reason, on the ground of his (rather 
half-hearted) approval of retaliation — a principle which 
would lead, in List's eyes, to “ the most absurd and 
most ruinous measures," consequent on the disturbing 
influence of duties imposed and again immediately 
removed.^ 

It will be observed that, for List, Protection is strictly 
a transitional phase, yet there is a strange contradiction 
between the List who is concerned with a world of 
warring nations, and the List who appears almost as a 
prophet of the League of Nations. In the one case, he 
proclaims the doctrine that " Germany must care for 

^ Ihtd , p. 144. 3 Ihtd., p 351. 

® Ihid , pp. 144-145. ^ Tbid., pp. 254-255. 
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Germany, and Russia for Russia and urges that 
'' instead of hoping and waiting and expecting the 
Messiah of a future Free Trade, it would be better that 
the cosmopolitan spirit should be thrown into the fire/'^ 
In this mood also, inspired by a love oi the big battalions, 
List is a pan-Germanist, making it clear that Holland 
and Denmark must come within the German Bund;^ 
elsewhere that Germany, with Holland, Belgium and 
Switzerland, should become a commercial and political 
whole, and finding war itself beneficial, if it leads to 
Protection and the advancement of a state from the 
purely agricultural stage to the stage ot manufactures/ 
Yet elsewhere, and doubtless with sincerity, he contem- 
plates in the by-no»means remote future, the union of 
all nations, and indicates the forces making in that 
direction; Protection is indeed but the most efficient 
means of furthering such a union, and hence also of 
promoting true freedom of trade It is of the highest 
interest in illuminating List's position that in his criticism 
of the mercantilist system, one of the reproaches he 
urges against it (again doubtless with sincerity) is that 
'' chiefly owing to its utterly ignoring the principle of 
cosmopolitanism, it does not recognize the future union 
of all nations, the establishment of perpetual peace, and 
of universal freedom of trade, as the goal towards which 
all nations have to strive, and more and more to 
approach/'® 


Von Thunen 

Despite laudable efforts, such as those of Dr* Spann, it 


^ Ibid., p. 75* 

^ Ibtd., p. X43. 
^ Ibid., p* 332* 


^ Ibid., p* 148* 

^ Ibid., pp. loi, X03. 
« Ibid., p, 272. 
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is hardly possible to regard Johann Heinrich von Thiinen’^ 
(1783-1850), the third of the present group, as having 
any great spiritual kinship with Muller or List* He is 
indeed an economist by accident, because of his interest 
in one problem which was every day before his eyes as 
a practical agriculturalist. Also he was a man of a 
kindly heart who thought of his fellows, and was there- 
fore led to jot down his reflections on the social conditions 
of his humbler neighbours. But it is fairly safe to say 
that Muller would have bored him, and he showed small 
interests in the problems which excited List. On the 
vexed question of the claims of nationality, he merely 
says that nations should cease to regard themselves as the 

middle-point of the earth,'* and recommends that they 
should take as their aim the well-being of humanity, 
adding a word in praise of England for having recently 
shown a disposition to follow this self-sacrificing path.^ 
One gets the impression that the political side of 
economics (fundamental with Muller and List) had little 
attraction for von Thiinen. He was a landowner, inter- 
ested in his estates and his workmen on the estates, 
with a passionate hobby for keeping accounts in the 
evening. 

Von Thiinen's position in the development of economic 
theory is due to the work to which he gave the title of 
Isolated State {Der Isolierte Staat), a work for 
which the whole of his life was in a sense the back- 
ground. He acknowledges himself as the disciple of 
Adam Smith, but Smith, as he rightly says, had been 
confused on a number of points. He had confounded 
profits and interest; he had not properly explained rent; 

1 Born 1783, the son of a landed proprietor in Oldenherg; for 
a time a student at Gbttingen. In x8io he bought the estate 
of Tellow and remained there. Died 1850. 

® Der Isoherte Staat, p. 514. (References to the edition in the 
Sammlung Sozialwissenschafthcher Mei^ter,) 
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on numerous other points he was '' incomplete/'^ His 
reverence for the master urged him to complete Smith's 
doctrine. The result is The Isolated State, a book which 
grew in the course of its author's life. 

The Isolated State is among the most remarkable (and 
one is tempted to add, most curious) books in economic 
literature, alike in form, method and substance. In its 
final form it is almost formless, an obvious bringing 
together of notes, comments, and arithmetical cxanaples, 
with little unity of subject between the abstractions of 
the isolated state and the consideiation of the social 
problem, which is jointly attacked by humanitarian 
aspirations and algebraic formulm. 

It is in regard to its method that The Isolated State 
is most obviously original. Von Thimcn had a fresh 
mind, not overburdened with the learning of others: a 
premature engagement had snatched him betimes from 
the snares of excessive study and of the University of 
Gottingen. The whole conception of the isolated state, 
with which his mind had amused itself from an early 
age, is highly abstract, and in a sense the kernel of von 
Thunen's work is concerned with unrealities. The spirit 
of the mathematician hangs heavily on von Thunen. 
On his first page he carefully sets out his postulates " 
{Voraussetzungen), followed immediately by a statement 
of the Aufgabe, the problem to be solved. Euclid, as 
known to our younger days, would have smiled approval. 
The postulates are, in short, a definition of the unrealities 
implicit in the isolated state. Imagine a large town in 
the midst of a fruitful plain, traversed neither by 
navigable river nor canal; the plain consists of uniform 
soil capable of cultivation, ending in the remote distance 
in an uncultivated wilderness; there is to be no other 
town in the plain, so that the town supplies all the 
^ p. 40a:. 
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manufactures for the plain, and in return draws all its 
sustenance from the surrounding country. Such being 
assumed, there arises the question how the land will be 
tilled, and what effect greater or less distance from the ^ 
town will exercise on agriculture. 

An abstract unreal problem, it will be observed; yet, 
curiously, von Thunen contrives to make his discussion 
bristle with reality. Indeed, it may be said that von 
Thunen and Ricardo, the two masters of the abstract 
method, knew, better than any other economist, what 
they were talking about. Von Thunen had had practical 
experience of farm management on his estate at Tellow; 
heaven knows how he had kept accounts. His problem, 
being one solely of distance from the market, reduced 
itself ultimately into that of cost of transport, and no 
one had ever known, so accurately as von Thiinen did, 
what everything on his estate had cost. The isolated 
state, in fact, is built up on the experience gained at 
Tellow, and the carefully studied accounts of years 
provide the concrete material from which conclusions are 
drawn. 

It requires little proof that in the unreal conditions 
postulated (which also inferentially exclude the existence 
of any main roads), cultivation will automatically be 
arranged in a series of concentric circles round the town, 
according to the cost of transport of the commodity and 
the ratio in which its value stands to its bulk and weight. 
But von Thiinen's reputation does not depend on his 
success in unveiling the obvious. The order in which he 
arranges his six circles is in part in accordance with what 
might be expected, and in part somewhat surprising;^ but 

^ Market-gardening, forestry, Fruchtwechselwirthschaft, Kop>* 
pelwirthschaft, Dretfelderwtrthschaft, cattle. (It is perhaps 
prudent not to translate words which can only be mist ran slatecL) 
Spann comments on the high place assigned to forestry, that its 


r 
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in any case the actual conclusion on this point is unimpor- 
tant. What is significant throughout is the use of a 
technique suggestive, and indeed in places an anticipation 
of much later methods of approach. Thus he points out 
that in the iiiner circle devoted to garden produce, milk 
must also be included, both by reason of cost of transport 
and perishability; and he goes on to explain that, accord- 
ingly, the price of milk must rise so high that the land 
devoted to the production of milk cannot be used more 
advantageously for any other product.* After a careful 
analysis of the cost of transport (with due allowance for 
the maintenance of the horses on the journey) he presents 
a diminishing scale of values for grain at different distances 
from the town until, at a distance of 49-05 miles, the grain 
becomes valueless, and beyond this distance cultivation 
becomes impossible, even if the grain could be produced 
without cost.=* It is but a simple elaboration of this idea 
to arrive at von Thiinen's conception of rent, one of the 
points on which he was consciously acting as a concctive 
of Adam Smith. A farm or estate {ein Gut) is always 
provided with buildings and other equipment which can 
be separated from the soil; the income which the farm 
yields does not therefore spring wholly from the soil, but 
is also in part interest on capital sunk in these valuable 
objects. That part which remains after deduction from 
the total income of what is represented by interest on all 
capital sunk in objects which can be disassociated from 
the soil (and which thus belongs to the soil itself) is termed 
the rent of land,® and on this definition a negative 


relegation in practice to remote regions is largely due to the 
cedture * assigned to places not .suitable for other 

I P' ’■3- 

p. x8, 

® p* 23. The test of ** separability from the soil (die 

vom Boden ^etrennt werden kdnnen) obviously covers an 
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amount of rent is theoretically conceivable. A considera- 
tion of the causes that determine the price of grain 
naturally leads to an explanation of the origin of rent. 
In order to obtain the corn it needs, the town must be 
prepared to pay a price which is sufficient to pay the cost 
of production and the cost of transport in the case of the 
most remote producer whose grain is required. On this, 
von Thiinen frames a general law (for the isolated state 
and reality) that '' the price of corn must be so high, that 
the rent of that farm whose cost of production and delivery 
is highest, whose cultivation is at the same time necessaiy 
for the satisfaction of the demand for grain, shall not fall 
below zero/’^ But, for the purchaser, grain produced in 
the vicinity of the market is of equal value with that 
produced at a distance, and he is indifferent which of the 
two has cost most to bring to market. What the 
producer in the neighbourhood of the town receives over 
and above what it costs him, is for him pure gain it is 
a gain, moreover, which is perpetual and yearly recurrent, 
so that the soil of his farm yields a yearly rent. Hence 
we get the explanation of rent: “The rent of a farm 
arises from the advantages which it possesses over the 
worst farm, whether in situation or soil, the production of 
which is necessary for the satisfaction of demand. 

It is obvious at what point von Thiinen has arrived; 
he has evolved the Ricardian theory of rent, although 
primarily in terms of situation and distance from the 
market, and not, as in the case of Ricardo, in terms of 
quality.'"* When he comes to discuss taxes on rent, it is 

ambiguity; does the interest on the cost of improvements not so 
separable fall within or without von Thunen*s conception of rent? 

^ Ibtd., p. 226. 

^ Ibid., pp. 229-230. 

® The whole argument of The Isolated State postulates 
uniformity of soil, so that situation would be the only variable, 
yet von Thiinen shows a disposition to speak of superiority in 
'' Lage und Boden.'^ 
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obvious that he has very clear ideas as to what the con- 
ception involves. If a portion of '' land-rent '' has to be 
surrendered to the Slate, this will, he says, in no way alter 
the form or the extension of agiiculturc. The farms whose 
rent is near zero, will contribute very little to such a tax, 
and the most remote and the worst will not be affected. 
Such a tax, therefore, could not detrimentally affect the 
extent of cultivation, the population, the application of 
capital, or the quantity of produce; indeed, if the whole 
of the rent were taken away by the tax, the cultivation of 
the soil would remain as before.^ 

In elaboiating his theory of rent, von Thiinen has in 
ejffect made use of the idea of the margin, and it is surpris- 
ing how, throughout his speculation, he anticipated the 
technique of the later marginalist school. Thus, with 
regard to wages, he lays down the principle that on an 
estate, beyond a certain point, each additional worker will 
yield a smaller addition to the product^ the twenty-second 
less than the twenty-first, the twenty-third less than the 
twenty-second and so on, and that the increase in the 
number of workers must therefore be continued until 
the additional value yielded by the last worker is equal 
to the wage which he receives,® Further, the wage which 
the last worker receives must act as the norm for all 
workers, since unequal remuneration cannot be made in 
respect of the same work.® Here, undisguised, is the 
theory of the marginal productivity of labour. So again, 
in discussing the relation of interest and wages, he 
emphasizes the diminishing effectiveness of capital ” in 
a wholly modern manner. By means of a lengthy table, 
such as von Thiinen delights in, he shows that capital, as 
it increases in amount, can only find less profitable outlets, 
and that at each stage of its increase, competition will 
force down the rate of interest to that which the least 
^ Ibid., p. 346, ^ Ibid., pp. 415*416. Ibid., p. 577- 
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profitable opening can afford to pay. Consequently, 
interest (the rent which capital yields) is determined by 
the yield of the last portion of capital applied; and it is 
notable that in determining the rate of interest von 
Thiinen regards the successive increments of capital as ^ 
being infinitely small. ^ 

Even a brief notice of von Thiinen would be incomplete 
without reference to an aspect of his writings which is 
somewhat remote from the abstract isolated state. He 
was troubled by the condition of the worker and the 
lowness of his wages, and he sought for something more 
satisfying than he could find in the pages of Ricardo, In 
a section '' on the lot of the workers, incorpoi'atcd in the 
second part of The Isolated State, he gives expression to 
what he calls a dream of grave substance.'"^ It is a 
great evil, he says, that the most numerous class, that of 
the common hand-worker, is unrepresented in the State. 
The reward of the hand-worker is disproportionately low 
compared with that of those who conduct industry, and 
there is no remedy by transference from one class to the 
other, because of the absence of school-knowledge,’' 
which the worker cannot afford for his children owing to 
his low wage. These low wages, again, are due to the 
fact that, by reason of early marriages, the supply of 
workers is always greater than the demand. To remedy 
this, nothing short of a change in the character of the 
people is required, and von Thiinen pleads for greater 
prevision, postponement of marriage and better education, 
from all of which such astonishing results are anticipated, 
that even the word Pamdies does not appear out of place. 

Viewed apart from this dream, there are two aspects 

^ Ibid., pp. 496, 498, 558. Es folgt Heraus dass wir da*? 
zuletzt entstandene uad angelegte Kapitalteilchen, durch dessen 
Nutzung der Zinsfass bestimmt werden soil, sehr klein — genan 
genommen, unendlich klein — annehmen mussen.*' 

® Ibid., p. 440. 
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of the wage-problem with which voe Thiinen grapples: 
firstly, why cannot wages rise so as to absorb the rent 
which the owner draws without labour? Secondly, is the 
low rate of wages founded in the nature of things, and 
thus in accordance with the will of Providence, or is the 
present position the result of force and oppression? On 
the first point von Thiinen traces, in the most approved 
manner, the effects of a rise of wages the margin 
of cultivation, where the soil gives no rent,''^ leading 
ultimately to a drawing-in of the margin of cultivation 
towards the town, with displacement of labour and 
subsequent depression of wages. On the problem of the 
true rate of wages, von Thiinen rather tends to provide 
one of the curiosities of economic literature. He points 
out that wages must comprise two constituent parts: 
(i) what the worker must expend for his maintenance in 
order to remain efficient; and (2) what he receives as a 
reward for his exertion,^ so that Roscher hails him as one 
of the earliest to view wages as something more than the 
price of a commodity, labour.*' But beyond this, his 
contribution to the theory of wages is somewhat bizarre. 
In the pursuit of a natural and a just rate of wages, von 
Thiinen proves, with a vast display of mathematical 
formulae, and indeed along various lines, that the true 
formula for wages is represented by where a 

represents subsistence, and p the productivity of the 
worker. The proof, such as it is, rests on assumptions 
which are unreal, and the very celebrated formula cannot 
therefore be regarded as more than a symbol of the view 
that the worker should share in the prosperity which he 
produces. In practice, von Thiinen would appear to have 

^ It is perbaps worthy of notice that von Thiinen uses the 
word ** Gren^ie,*' now irremediably consecrated: ** An der 
Grenze der kiiltivierten Ebone des isolierten Siaats, wo der 
Boden keine Rente gibt** (Ibid,, p. 463). 

® /did., p. 490. 
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introduced a kind of profit-sharing scheme on his estate, 
which doubtless represented a distant obeisance to ^/ap. 
Von Thiinen himself, however, regarded the formula as 
his crowning achievement, and desired that it should be 
inscribed on his tombstone — a medium of publication 
in which strictness of proof is seldom exacted. 




CHAPTER IX 


THE OPTIMISTS : CAREY AND BASTIAT 

It has been seen that classical Political Economy, as 
represented by Malthus and Ricardo, tended to certain 
pessitnistic conclusions, above all in the inferences to be 
drawn from the Law of Rent, based on a Law of 
Diminishing Returns, and from the so^MlIed Principle of 
Population, especially if this latter be carelessly appre- 
hended. Moreover, apart from tlie disconcerting vision 
of a future in which an increasing propoition of the world's 
produce would be diverted to an idle class, in which for 
an ever-increasing number there would be no place at 
Nature's feast,'' it is to be noted that the classical school 
tended to a system of disharmonies and conflict* Even if 
outward peace might be preserved, there was at the heart 
of things incompatibility of interest, 

Carey 

The reaction to a more optimistic view of things is 
primarily and most conveniently represented by Henry 
Charles Carey ^ (2^793-3:879), who indeed was at one time 

^ Born in Philadelphia in 1793, the son of an Irish emigrant 
who had become a successful publisher. Carey succeeded to the 
business, but retired while stxll young (1835), and devoted the 
rest of his life to producing economic literature. Few authors 
surely can have written quite so much. His larger works cover 
some thirteen volumes, and his pamphlets are at least fifty-seven 
in number, not all of which are mercifully small. His chief 
works are: Essay on the Rate of Wages^ Phnaplm of Political 
Economy (three volumes), The Past, the Present^ and me Future, 
Harmony of Interests, and the Principles of Social Science (three 
very large volumes). 
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regarded as the representative of a peculiarly American 
Political Economy. In his time he exercised great 
influence, though less so in this country than in America 
and on the Continent; for us, at least, he has now faded 
into comparative insignificance, cursed by his own 
voluminousness and repetitiveness, and, it must be added, 
by a rather naive foolishness. But to the persevering and 
buoyant reader he is not without interest. He had ideas 
which are not wholly unjust; he is, above all, the supreme 
example of the truth that the economist reflects his 
environment. Moreover, there is always profit in 
reconsidering an author who, like Carey, has continued 
to rank higher elsewhere than with us. While others may 
have been more than generous, we may have been less 
than just. 

The central point in Carey's theorizing is probably most - 

conveniently found in his theory of value. ^ Labour is, ^ (/ » 

for him, the sole cause of value, but Carey's labour theory 
of value has variations which lead to his peculiar con- 
clusions. In the earliest Robinson Crusoe stage of^ 
economy (to which Carey is much addicted) articles will ^ I! ' 
be measured or exchanged in proportion to the labour ^ 
required; but with the appearance of capital on the scene, a » 
change is effected in all existing values, and things will now 
exchange in accordance with their cost of reproduction. 

But with the progress of humanity, this cost of reproduc-^<ftJ-A44^4^" 

tion steadily falls, and there is thus a steady decline in the 

vp,lue of all existing capital. Value, in Carey's rather 

peculiar phrase, is an estimate of the resistance to be 

overcome before we can enter upon the possession of the 

thing desired." It follows from this that, as laboxir aided 

by capital is superior in quality, the exchange value of 

labour expressed in commodities will constantly increase; 


1 Principles of Political Economy, Vol. I, chap. 2, especially 
pp. 19-20. 


S 50 DEVELOPMENT OF ECONOMIC DOCTRINE 

while at the same time existing capital will experience a 
corresponding decline in values, expressed in labour, since 
at each stage its value is limited by its cost of reproduc- 
tion, whicF by hypothesis is constantly falling. Moreover, 
not only is the labour value of all previously existing 
machinery constantly declining, but Carey also shows, by 
reasoning which is by no means impeccable, that there is 
likewise a diminution in the proportion of the product of 
labour that can be demanded for granting the use of it. 
The position of the labourer, that is to say, is constantly 
improving; the capitalist's reward tends to increase 
absolutely, but it is a diminishing proportion of an 
increasing product.^ 

Carey extends the sphere of his harmony by entirely 
identifying land with other forms oi capital, and thus 
eliminating rent as a separate category. He held that 
“ capital in land differs in no respect from that invested 
in other machinery, that rent is only interest for capital 
invested, and that the value of all landed property is due, 
like that of all gifts of Nature existing in unlimited 
quantity, solely to the labour employed in its appropria- 
tion and improvement. The analogy with other forms 
of capital also holds inasmuch as with the progress of 
society, later farms are brought under cultivation at less 
cost, so that here also the cost of reproduction is constantly 
falling. This is proved by the fact that land invariably 
sells at less than its cost of subjugation, which sufficiently 
refutes the Ricardian assumption that a payment is made 
for the '' original and indestructible powers of the soil. 
These last, in fact, have no existence. 

It will be observed that Carey^s views are the expression 
of a belief in the progress, and indeed the indefinite 
progress, of society. Everywhere he reflects the spacious 

* Social Science. VoL I, p, X5B; VoL III, p. 133. 

* Political Economy. Vob I* pp. I29«I30. 
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days of the early settler, when every new man added to 
the primitive community represented a fresh ally in the 
struggle against Nature. It is characteristic of Carey 
that, like Miiiler, though with a different emphasis, he 
makes association the fundamental need of man : ' ' The 
first and great desire of man is that of association with his 
fellow men; and it is so because he feels that improvement 
of his condition, physical, moral, mental and political, is 
its uniform accompaniment/'^ The development and 
growing strength of the early community in which '' the 
carpenter comes to exchange his labour for food," or the 
farmer rejoices in the arrival of the blacksmith, furnish, 
in his writings, a constantly recurring idyllic picture. 

Thus, viewing life from the point of view of a settler in 
a new country, Carey is led to deny, and indeed with 
vituperation and abuse, the Law of Diminishing Returns ^9*. ^ 

(and with it the Ricardian Law of Rent), as also 
Malthusian Principle of Population. Ricardo, he says — 
and it is a significant sentence — " had never witnessed as • 

at the moment we do from the window at which we write, 
the progress of a new settlement." In his restatement 
of Ricardo's theory, the whole doctrine is represented as ^ 

resting on the proposition that in the commencement of 
cultivation, the best soils alone are cultivated. " That 
fact exists, or it does not. If it has no existence, the 
(Ricardian) system falls to the ground." Accordingly a 
very large part of Carey is taken up with a wide inductive 4^ 
survey tending to prove, and with success, that the order 4^. ^ 

of cultivation is the reverse of that which he regards as ^ ^ 

the essential basis of Ricardo's theoiy. It is the inferior !k, ^ ^ 

soil that is first cultivated, and it is first cultivated because / ^ 

it is less cumbered with vegetation and therefore more 
manageable in the earlier stages. It is only with increased 
power and with association that a descent is made from 
' HaYmony of Interests, p. 52. 
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the hill-sides to the richer valleys. We know of no 
exception to this rule, and we feel asbuied that none 
exists or can exist. In accordance with his identifica- 
tion of land with other forms ot capital, the earth/’ for 
Carey, is a great machint^ given to man to be fasliioned 
to his puipose/' but it is of the essence of all progress 
that man everywhere begins with the worst and proceeds 
to the best. First of all there arc axes of stone, then of 
iron and lastly of steel. It is only in regard to the 
machinery for obtaining tood, if we accept Ricardo's 
theory, that man begins with the best and proceeds to the 
worst. ^ 

It may be conceded that as a matter of historical 
investigation, Carey amply establishes his point regarding 
the order of settlement, Theie are, however, two obvious 
comments. In the first place, despite Carey’s dogmatism, 
Ricardo’s theory in no wise postulates a historical progress 
from the best soils in the beginnings of cultivation to 
inferior soils later. Ricardo was concerned with com- 
parative fertility at any given time.' That, for a time, 
there may be increasing returns in agriculture, that the 
more fertile soils at one time may be less fertile later, 
would have left Ricardo cold. In his voluminous 
criticisms of Ricardo, Carey proves primarily that he 
had failed to understand what Ricardo meant, just as 
elsewhere he manifests a similar lack of comprehension 
with regard to Malthus. But Carey’s work is not in vain. 
Apart from the historical interest of his researches, he has 
doubtless compelled a more careful statement of the Law 
of Diminishing Returns by necessitating emphasis on these 
blessed words: beyond a certain point,” Tlie other 
aspect provoking comment is the obvious fallacy involved 
in the constantly recurring analogy of the stone, the iron 


^ The Past, the Present and the Future, pp. ai-39. 
^Political Economy, VoL I, p. 25. 
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and the steel axe, as typifying progress from inferior to 
superior instruments. In the first place, when men 
advance beyond the stone axe, the stone axe is scrapped. 
Not so with the inferior land first cultivated; even if 
temporarily abandoned, it is kept in reserve. And 
secondly, when, if ever, the human race, made strong by 
association, has gone down into the valleys everywhere, 
there will obviously be no more valleys to descend, no 
lands of still higher fertility to cultivate, and the only 
course will be to return to what may have been tempor- 
arily abandoned. In short, with regard to machinery the 
human race tends to restrict itself to the best known at 
any time, so that the instruments in use tend to be of 
uniform efficiency. It is quite otherwise in land, where 

instruments ” of different efficiency are necessarily used 
simultaneously; and herein lies the whole of the Ricardian 
theory of rent. 

But these things do not trouble Carey, for to him the 
world is limitless, nor is there any obstacle to the constant 
progression of increasing returns in agriculture. And 
indeed, greatly daring, he has the courage to say so 
expressly. There is now, and always has been, an 
abundance of unoccupied land"*; there is an "almost 
infinite extent of soil capable of yielding food ” which 
yet remains unoccupied and unproductive. The earth 
is the great labour savings bank, the only bank " whose 
dividends are perpetually increasing while its capital is 
perpetually doubling,*" and it will continue to do so for 
ever, provided it receives back the refuse of its produce 
— a point of importance in connection with Carey's 
protectionist views. In short, agriculture is the only 
field " in which an almost unlimited amount of labour 
and capital might be employed at a constantly increas- 
ing rate of return."^ 

^ e g , The Past, the Present and the Future, pp. 77, 99 
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These considerations, in themselves, indicate in part 
the nature of Carey's reply to Malthus. It is fundamental 
to his doctrine that under natural conditions, and unless 
prevented by disturbing causes, capital will tend to 
inciease more rapidly than population.'^ This meiely 
reflects the virtue of association and the increasing power 
of numbeis over the foiccs of Natine, when each suc- 
cessive addition to the population brings a consumer and 
a pioducer,"- when the first early settlement, poor by 
reason of the paucity of its numbers, advances in 
efficiency and the power to produce wealth with each 
accession. All this is true. Men cannot live alone, and 
when population is sparse, the first condition of an 
increase of welfare is an increase of population. But 
beyond this caveat, perfectly justifiable in view ot the 
conditions of America in the early nineteenth century, 
Carey advances to a jumble of curious arguments against 
Malthus. The one which weighed most with him is 
theological in origin, for whereas God had said: *'Be 
fruitful and multiply," the modem school of Political 
Economy says: "Be not fruitful; do not multiply." 
" It prescribes disobedience to the earliest of God's 
commands; it ascribes poverty and wretchedness to the 
erroneous arrangements of the Deity. In a curiously 
confused criticism of Malthus, he points out that the 
Malthusian theory inverts the true order of things, It 
is when population increases that food is abundant. 
Again, on the Malthusian theory when the Malthusian 
checks are operative, food ought to be most redundant; 
but during war there is distress: "Peace comes— the 
remedy is withdrawn — and capital begins again to 

^ Wages* p. 8 i. 

® Harmony of Interests* p. 86 

® Harmony of Interests* p. 20x; Wages* p, 232, 

* Wages* p. 244 . 
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increase/’^ Put tersely: "Is war required to correct 
an error of the Creator, or has the Creator Himself 
provided the corrective required for removing the effects 
of human error? All this is to betray a naive mis- 
understanding of Malthas, but Carey in crusading against 
Malthus is largely inspired by a desire to justify the 
ways of God to man, and his arguments directed to that 
end have a childlike simplicity distantly reminiscent 
of Fourier. 

One other argument, in itself inexpressibly foolish, 
which nevertheless has done good service in its time, 
finds its highest expression in Carey, and might also have 
been to the liking of Fourier. Even if man has a 
tendency to increase in a geometrical progression, is he 
not for his sustenance dependent on lower animals and 
vegetables, and do they not manifest a similar tendency 
to increase in a geometrical ratio? But Carey would 
have us believe that the situation is even more com- 
forting for man than this general reflection would 
indicate. Men, the devourers, and rabbits, the devoured, 
may alike tend to increase geometrically, but it is 
notorious that rabbits are the more potent multipliers. 
The increase in numbers is everywhere, he holds, in the 
inverse ratio of development; as the riddle used to put 
it, " the higher, the fewer.'* But on the Malthusian 
doctrine, when we come to man, " we leam the exis- 
tence of a new and greater law, in virtue of which man 
increases in a geometrical ratio, while the increase of 
herrings, rabbits, oysters, potatoes, turnips and all other 
commodities required for his use is limited to the 
arithmetical onel Elsewhere he tells us that "rapid 
as has been the growth of American population, that of 

^ Political Economy, Vol. Ill, p 54, 

“ Social Science, Vol. Ill, p 270. 

® Social Science, Vol. I, p. 92. 
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the supply of oysteis has been far more On 

Carey’s philosophy, the obvious remedy for unemploy- 
ment is for the unemployed to take to the breeding of 
rabbits, or still better the cultivation of oysters. 

Equally deserving of note, if only as a curiosity, is 
the argument which centres in carbonic acid. With 
progiess and advancing civilization, the larger lower 
animals die out, with a consequent disturbance of the 
supply of caibonic acid necessary for the maintenance 
of plant life. Hence, if only as producers of carbonic 
acid, there is need for more men to compensate for the 
extirpation of their larger but lower fellow-creatures. 
Men must breathe more, if lions breathe less. This is 
but another example of the beauty of all natural 
arrangements.”- 

In themselves such arguments are not sufficient to lay 
the Malthusian devil, and Carey realizes it. In his early 
writings he admitted that the time might come when 
” there will not be even standing room,” but he is 
content to leave that distant future to the benevolent 
care of the Deity. There is no immediate necessity 
for becoming idle, intemperate and profligate with a view 
to increasing the supply of food. He admits, at this 
stage, that possibly, and even probably, the world will 
some day be over-peopled, but we must leave it to our 
successors to adopt the remedies whenever they shall 
see cause to believe that they will thereby improve their 
condition.”^ 

Nevertheless, to an apostle of harmony, such a post- 
ponement of trouble to a future, however remote, could 
not be satisfactory, and in his final statement he admits 

^ Social Science, VoL III, p, 351, 

^Social Science, VoL III, pp.” jiO-320. 

® The Past, the Present and the Future, pp. 77* 

^ Political Economy, VoL III, p. 91. 
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that if, as he puts it, “ the procreative tendency is a 
positive quantity,’' slavery will be the ultimate condition 
of the great mass of the race, and man will ultimately 
be subdued by Nature A To meet this difficulty, there 
is one obvious method of argument. If it can be proved 
that the procreative power is not constant, but is in fact 
a variable quantity, it will be possible to re-establish the 
harmony so dear to Carey’s heart. Such, in fact, is 
Carey’s line of argument. He cites (although there is 
much unconscious Malthusianism mixed up with the 
argument) many instances of variable procreative power, 
and advances the general argument that there is a relation- 
ship between the nervous and the reproductive powers.^ 
As energy is diverted from the muscular to the nervous 
system, so will the ratio of procreation diminish. Sterility 
goes with mental eminence, and as the race progresses 
there will be a natural diminution in the rate of increase. 
Thus harmony is again established; the Malthusian 
checks become superfluous, because there is a divine, 
self-adjusting mechanism which will temper the flow of 
population. 

Carey is usually regarded as being the twin-exponent 
of Protection, alongside List. But indeed his Protection 
IS of a most unscientific kind, springing from instinct 
rather than from reason. It is not for him to pursue 
the intricacies of the incidence of import duties. His 
protectionism, when it comes, is again the natural ejacu- 
lation of a backwoodsman, girding at his primitive 
environment. At the outset Carey was an orthodox 
free-trader, regarding Protection as a device to frustrate 
the beneficent designs of the Deity, but with his 
growing appreciation of the advantages of association, 

^ Social Science, Vol III, p. 265. 

^ Social Science, Vol. Ill, p. 299. 

* p. 14. 
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he became rapidly and somewhat foolishly protectionist. 
Here Carey's fundamental idea, from which all others 
radiate, is the importance of bringing the producer and the 
consumer into close proximity; thus Protection represents 
an instinctive etfort to obtain that combination which 
elsewhere he so fervently lauds. With Carey there are 
no half-lights. Protection is right or wrong. Free 
Trade is right or wrong. . . . Halt-way measures are 
always wrong. 

Another idea constantly recurs in Carey, so that it 
almost acquires the importance of an mhe. It is 
his own peculiar distinction between commerce and 
trade. Commerce is the natural interchange between 
members of a community and is blessed; trade is the 
carrying of things to far countries and is accursed. 
Epigrammatically put, the followers of commerce desire 
to effect exchanges with tlieir fellow-men; those engaged 
in trade desire to ejffect exchanges for them.^ 

Carey's protectionism, then, is largely summed up in 
his proposition that the first and heaviest tax to be 
paid by land and labour is that of transportation/' and 
in a phrase of which he never wearies, he desires to 
eliminate this tax by bringing the loom and the anvil 
to take their natural places by the side of the plough and 
the harrow." Most of his arguments, indeed, are but 
variants of this fundamental contention that the object 
of Protection is that of diminishing the distance and the 
waste between the producer and the consumer/' that it 
is no more than an instinctive effort to attain combina- 
tion.'^ Some of the variations of the theme, however, 
are interesting, and others not unamusing. Protection 
promotes concentration; Free Trade dispersion. Protec- 

* Harmony of Intsnsts, p. 67. 

® Social Science, Vol. Ill, p. 44. 

® Harmony of InUrestSf pp. 52, 101, etc. 
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tion is competition for the purchase of labour; Free 
Trade for the sale of labour. As war is encouraged if 
men are cheap, Fi'ee Trade encourages war. Free 
Trade, again, stands tor distant markets; Protection for 
the home market; but those who seek distant markets 
are separated from their wives and children, spend much 
time on the road and in taverns, and are thus liable to 
be led into dissipation. Free Trade thus stands for the 
dissipation of the tavern; Protection for the blessedness 
of the home. But these, and other striking points, are 
perhaps but the embroideiy of the argument.^ 

But there is one subsidiary argument of a different 
character. The unprotected country which is restricted 
to agriculture is in effect selling its own soil. The 
principle of returning waste products to the soil as a 
condition of the land playing its part in 3delding ever- 
increasing returns exercised a curious fascination over 
Carey's mind, and it involves as a consequence that the 
place of consumption must be sufficiently near to enable 
the earth to get back its own.^ Thus we arrive at a 
further conclusion, suggestive of List, that '' manufac- 
tures always precede, and never follow, the creation of 
a real agriculture. In the absence of the former, all 
attempts at cultivation are limited to the work of tearing 
out and exporting the soil in the form of rude products."^ 
The reader who desires economic comment on this 
argument will find it in its appropriate place (Book V, 
chap. 10) in John Stuart Mill, who apparently thought 
it worthy of his heaviest artillery. 

Despite a certain tendency to foolishness,"^ Carey is 

^ Barmony of Inter esis, pp. 193, 202, 209, etc. 

® Social Science, Vol. I, p. 273. 

® Social Science, Vol. Ill, p. 333. 

^ Truth being simple, simple ideas are generalljr true is 
one of Carey's favourite aphoristic observations. It is hardly a 
promising foundation-stone for any system of thought. 
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an important figure in the flevelnpinent of economic 
doctrine. He represents primarilj' a rractinn against the 
pessimism of the classical school. His theory of value, 
resting on the idea of constant depieciation of existing 
wealth consequent on progu-ss, was dcsignccl to prove 
the ultimate harmony of all things. There is “ a perfect 
harmony of real and true mteiests among the various 
classes of mankind an idea 1<» reappear in Bastiat. 
This is his central doctrine, but if is naturally buttressed 
by vigorous attacks on the two chief sources of classical 
pessimism, the I-aw of Diminishing Returns and the 
Principle of Population. Much of his criticism has at 
least the minor merit of compelling in others a greater 
fastidiousness of statement, if only in order to avoid being 
misunderstood and misrepresented by the Careys of this 
world. His glaring and most obvious defect is that for 
which he reproached others, that he is, namely, so 
restricted and limited by his environment. He is patheti-^ 
cally the economist of the earliest stage of colonization,' 
imbued with a touching faith that there will always be 
wild waste places, that then> will always be room, and 
that men will never have cause to fear the stinginess of 
the earth or the embarrassing fecundity of women. 

Bastiat 

Time has perhaps hardly been kind to Fredeiis 
Bastiat® (18QI-1850), yet he deserves a place among the 

^ Social Science, yoh Uh p. 1x3. ^ ^ 

a Bom at Mugron, near Bayonne, in 1801 , and lived olwctitely 
on his farm until 1B44, though influeiitial in the intellfctiml 
and public life of his area* Thereafter arculent and the Free 
Trade cause revealed his supreme joiirrmlwtir powers, and he 
entered a larger life. He was a member of the Assemble Con- 
stituante in 1S48* and of the Asvmld^c Legislative in 1849. 
His last six years were years of exhaustive labour, md he seems 
to have died of overwork (at Home) In 1850. 
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landmarks. His curse was that he was pre-eminently 
an esprit vulgarisateur in the convenient French phrase. 
Not the least remarkable feature in Bastiat's career is 
the fact that he began to write so late in life, and, since 
he died young, his very considerable literary output was 
the result of about five years' feverish activity. Primarily, 
Bastiat was a journalist, not using the word with any 
highbrow condescension, but merely impl3dng its literal 
sense, that he was a man who served the needs of the 
day. And as a journalist Bastiat has had few equals. 
No one has ever been quite so skilful in making the case 
of his antagonist look extremely foolish. Even now his 
most ephemeral work remains a joy to read, by reason 
of its wit, its merciless satire and the neatness wherewith 
he pinks his opponents. 

Bastiat, being a journalist, was, however, never able 
to remove himself from the controversies of the day; 
and his very skill in scoring off others has created a 
posthumous suspicion that, if not exactly a quack in 
the austere eyes of science, his was at least a shallow, 
if an agile, mind. Bastiat was moved to write by two 
of the most seductive (because inexhaustible) and most 
enduring of journalistic topics — the Free Trade and Pro 
tectionist controversy, and the eternal dispute concerning 
Socialism. His objection to Protection is fundamentally 
the same as that which he urges against Socialism; they 
are both devices of exploitation. The manufacturer who 
cannot make a profit invokes Protection, whereby the 
State will guarantee him a profit at other people's 
expense; so likewise Socialism involves a denial of 
individual responsibility. Thus, in one of his most 
amusing skits, ^ he arrives at his definition of the State 
as '' the great fiction, by means of which eveiybody 
contrives to live at the expense of everybody else," It 
J UEtat, 
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is true that it is a rather crude Protection against which 
he tilts, just as there is not much subtlet}^ in the Socialism 
against which he inveighs; but how etfeclive his satire 
can be, is seen in the immortal petition ol the candle- 
makeis against the competition of the sun, or in the less 
well-known proposal to lenoimce the use of the light 
hand with a view to the attainment ot greater wealth, 
bas(‘d on the following train of lea soiling : The more one 
works, the richer one is; the greater the obstacles to be 
overcome, the more one has to work; thereiore the greater 
the obstacles to be overcome, the richer onc^ is/' Perhaps 
it is all slightly puerile, and his reputation as a serious 
writer has doubtless suffered from tlie faint aroma of the 
very junior class-room which hangs about his fables and 
his allegories. Nevertheless, the cause is fortunate which 
enlists the services of a Bastiat. 

The assault on Protection and on Socialism represents 
the negative, destructive side of Bastiat, and it is seen 
at its best in The Economic Sophisms. Before his death, 
he embarked on a more ambitious statement of the 
positive side of his doctrine, of which, however, oidy one 
volume appeared. The title of this work, Economic 
Harmonies, sums up the essence of Bastiat. He had 
attacked Protection and Socialism because they repre- 
sented an unnatural organization of society — each of 
them devices whereby certain people could sponge on 
others. Himself an orthodox UmeM-fam economist, he 
was troubled by the inferences drawn from the teaching 
of Smith, Ricardo and Malthus, pointing to an ultimate 
antagonism of interests. As becomes an obdurate believer 
in liberty, he harks back to something like a natural 
order of society, and speaks reverentially of les grandes 
bis providentielles/' But where are we, if these great 
providential laws precipitate society towards evil, as the 
doctrines of Ricardo and Malthus would seem to 
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indicate?^ Bastiat, however, cannot accept the view 
that the various economic laws (as of rent, of popula- 
tion and of value) are silently thrusting society towards 
injustice and inequality. Herein lies the significance of 
Bastiat, regarded as something more than a crusader in 
current controversy. A non-interventionist to the finger- 
tips, he sets out to prove that under the reign of liberty, 
so far from there being antagonism at the centre of things, 
there is complete harmony of all legitimate interests. 

The essence of his doctrine is found in a rather peculiar 
view of value, and in a rigid distinction between value 
and utility.- Utilities are of two kinds; there are, 
firstly^ those that are accorded gratuitously by Providence, 
and there are those which are bought by our own efforts. 
Now the whole essence of progress consists in making 
proportionately more use of the former than of the latter 
class, so that a continual process is going on whereby 
onerous utilities are displaced by gratuitous utilities. 
Turning to the idea of utility, Bastiat seeks to evade 
difficulties by linking up the conception with that of a 
service. To accomplish an effort in order to satisfy 
the needs of another is to render him a service.'" Ser- 
vices are exchanged against services, and when exchange 
is free, the services which are exchanged are equivalent 
in value. There, then, we have '"value"; it consists 
in the comparative appreciation of reciprocal services, 
or, more briefly, it is " the relation of two services 
exchanged " — a phrase which covers as miry a bog as 
any other definition. To introduce the optimistic tinge, 
it must be remembered that, on this interpretation, the 

^ See the address A la Jeunesse Frangaise prefixed to the 
Harmonies Flconomiques. 

* For a first approach, the most important chapters in the 
Harmonies Bconowiques are: Chapter 2, Besoms, Efforts, 
Satisfactions chapter 3, " Des Besoms de THomme **; chapter 5, 

De la Valenr/* 
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free gifts of Nature have no value. The essence of value 
lying in human service, it follows that where no service 
is rendered or received, there can be no value. Thus 
utility springs from the collaboration of two agencies, 
which we may call Nature and man's efforts. The former 
is gratuitous; the latter alone canies value. But, as has 
been seen, the meaning of progress and invention is that 
Nature is constrained to render a moie efficacious assis- 
tance. Thus utility tends to become more and more 
gratuitous (since the gifts of Nature are gratuitous) while 
value, which corresponds to man's share in the proceed- 
ings, tends to fall relatively to the utility. While vahu‘ 
rests in the service, and not in the materiality/*' it may 
nevertheless be transferred from the service to thc^ 
product, and in a sense be incorporated therein; but even 
when so incorporated in the product, it remains subject to 
all the hazards which might befall the service itself. If 
the service goes down in value, so will the value which 
has temporarily been incorporated in the product associ- 
ated with that service. 

But this, assuming progress, is what must normally 
# happen. By continually making greater use of the 
gratuitous gifts of Nature, everything should cost less 
effort to make in future than it does to-day. Utility may 
remain unimpaired, but capital tends to depreciate. In 
the exchange of present labour against past labour, the 
advantage will always lie on the side of present labour. 
The workers, therefore, freed from the nightmare^ of the 
Iron Law of Wages, may look forward to a rosy future. 

So also, Bastiat undertakes the defence of the landed 
interests. Land is not immune from the general law 
of slow depreciation. With Carey, he holds that the 
payment for land is not in respect of a gmtuitous gift 
of Nature; it represents payment for past services in 
draining, fencing and all the rest of it; and as all these 
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operations become easier, so the value of land must falL 
Thus rent is likewise a legitimate payment for services 
rendered in the past. Nor is capital overlooked in " 
Bastiat's bounty. It is not merely that he defended 
with the utmost vigour the legitimacy of interest, but he 
further proved, to his own satisfaction, that the progress 
of labour to a better position would be in no wise 
bought at the expense of the capitalist's reward. The 
capitalist's share might decline proportionately, but it 
would increase absolutely. In all this there is much of 
that other optimist, Carey, whom indeed Bastiat has been 
accused of plagiarizing. Even in his more serious work 
he can hardly escape the charge of special pleading, and 
of being unduly influenced by the case he desires to 
make. He would have the reader believe that he 
is not blind to the imperfections of this world, but a 
perusal of the Economic Harmonies leaves the impres- 
sion that, if only there be enough liberty, everything in 
the economic garden will be increasingly more and 
more beautiful. 
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The later development of the orthodox school of Political 
Economy (meaning thereby those writers who accepted in 
the main the body of doctrine which had been formulated 
by Adam Smith, Malthus and Ricardo) hardly calls for any 
detailed discussion in such a broad outline as this. Theirs 
was, in the main, a work of elaboration and systematiza- 
tion; yet not a few of them succeeded in emphasizing a 
point or, after much labour, gave birth to a phrase or an 
idea which long survived. It may be permissible to lump 
together in this chapter a few of these writers, some of 
whom are of considerable importance in themselves, yet 
for our purposes are necessarily less important than those 
who founded a tradition or opened up a new line of 
thought. 


Say 

Among these, pride of place, or at least priority of time, 
may be assigned to Jean Baptiste Say^ (i 767 -i% 2 ), who 
later has tended to sujBfer the neglect which is so often the 

^ Born in 1767 at Lyons; at first in business. After various 
ups and downs, and more experience of business, he occupied 
a Chair of Political Economy at the Conservatoire des Arts et 
Metiers, and later for a short time at the Collie de France. In 
addition to the Traiti d'Bconomie PoUHqm (1803), ha also 
wrote a Corns CompUt d*Pcommk FoUtiqm Pmitqm (1828- 
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Nemesis of overestimation by one's contemporaries. It is 
perhaps true that primarily his great achievement was to 
interpret to the French people and to the world the woik 
of Adam Smith, In the most interesting preliminary 
discourse prefixed to his treatise of Political Economy, 
he alternates between high appreciation of the work of 
Smith and somewhat scathing remarks upon his method 
or lack of method in the presentation of his arguments. 
*'The work of Smith," he says in an often quoted 
passage, " is only a confused assemblage of the soundest 
principles of Political Economy, supported by luminous 
examples and by the most curious notions of statistics, 
mingled with instructive reflections; but it is a complete 
treatise neither of the one nor of the other; his book is a 
vast chaos of just ideas, jumbled with positive know- 
ledge."^ There is some truth in the criticism, and 
Ricardo likewise, as has been seen, had been a most 
disorderly writer. It was Say's mission to put an end to 
this vast chaos, to bring order and method into the state- 
ment of economic principles; also to " render the doctrine 
popular," that is to say, to write a book which would' be 
comprehended not merely by the expert. 

In both respects he achieved an astounding success. 
He had a very clear idea of what Political Economy 
should be. Like other exact sciences (for such he claimed 
it to be), it consisted of a small number of fundamental 
principles, and of a large number of corollaries and 
conseqxiences of these principles.^ These principles are 
derived from the nature of things quite as surely as are 
the laws of the physical world. The stage is thus set for 
the treatment of economics as a science, and in the title- 
page we have consecrated the triple division into produc- 
tipn, distribution and consumption of wealth — exchange 

* Tmiti d'&conomie Poltttque, Vol. I, p. 16-17. 

^ Ibid., p. 27, 
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at this stage being quite soundly regarded as a mere step 
under the first head of the triiog^^ So also land, labom 
and capital (with the entrepreneur looming large), and the 
corresponding revenues due to these pioductive agents, 
provide the framework of Say's exposition. The shadow 
of Say does indeed lie heavily acioss the text-books of the 
nineteenth (and perhaps the twentieth) century. 

He was equally successful in his other main object, that 
of rendering the subject '‘popular/' in the sense c^xplaincd 
by him. Say had an orderly mind, and a peculiarly lucid 
and limpid style. Even to-day he can be read with 
pleasure, whereas the re-reading of Ricardo calls for 
fortitude and a stout heart. As a result, Say was trans- 
lated into many tongues, and was something of a best- 
seller, and in consequence it was perhaps he, more than 
anyone else, who taught the early nineteenth century its 
economics. 

Apart from this great and meritorious work of vulgariza- 
tion, certain ideas were peculiarly Say's own. Of these, 
the one which had in its time most renown, and which 
was indeed for long regarded as Say's passport into the 
company of the immortals, was the once celebrated 
“ theory of markets " {la tkdom ies dihouchh).\ This 
theory, which perhaps does not come to much, is to tire 
effect that goods and services are only superficially bought 
with money; they are, in fact, bought with other goods 
and services. The money is merely the “ carriage " 
which, having effected the exchange of two commodities, 
will forthwith proceed to exchange others. But in reality, 
products are always exchanged against other products. 
Consequently, he tells us one ought not to say: “Sale 
does not take place because money is scarce, but because 
other products are so." It is likewise an integral part 

^ TmiU d'Mmnomie pQUUqu$, Vol. I, chap, 15, 3 Des 
D6botich^s, pp. 148-165 
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of the theory that a product, when created, offers 
from that very moment a market for other products. 
General over-production is thus an impossibility. If 
certain products are in excess, it is because there is a 
deficiency elsewhere, and the cure for over-production ’’ 
in one direction is therefore more production elsewhere to 
serve as a debouchi for this excess. 

From his theory of markets Say draws three con- 
clusions. Firstly, the more numerous and extensive the 
markets are, the more will they prove to be lucrative, for 
there will thereby be an increased demand, tending to 
raise the price. Secondly, from his theory he draws the 
time-honoured conclusion that everyone is interested in 
the prosperity of everyone else^ It is a foolish distinction 
to divide the nation into producers and consumers; every- 
one is both. The prosperity of A makes him a good 
customer for B, C and D, who should therefore jointly 
pray for his success, just as the devout Hume prayed for 
the prosperity of France. In the field of the nation's life, 
Say draws the conclusion (more suggestive of List and 
Carey) that agriculture, manufactures and commerce 
should flourish together, and in the international sphere 
(as in Adam Smith) that a nation is directly interested in 
being surrounded by wealthy neighbours: ''car on ne 
gagne rien avec un peuple qui n'a pas de quoi payer.'' 
The third conclusion, drawn from the theory of markets 
(and it is of the essence of Free Trade doctrine), is that 
imports can in no wise be detrimental to home production 
or industry, since what is bought from abroad is purchased 
with home products, for which a market has thus been 
opened. 

There is perhaps in all this Theorie des Debouches 
nothing very original. The essence of the doctrine can be 
found, for instance, in Quesnay's Dialogue du Commerce, 
where he says categorically: " que tout achat est vente, et 
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que toiite vente est achat/' and where he contends, as has 
been noticed in an earlier chapter, that the mercantilist 
doctrine of selling more than is bought merely aims at a 
'' commerce commence/' Nor arc the conclusions drawn 
by Say from the Loi de$ Debouchds different fiom those 
to be found in Smith or Qiiesnay. His conclusion with 
legard to foreign trade, for instance, is but an echo, not 
merely of certain famous observations of Smith and Hume, 
but also of Quesnay’s dictum: '' si ceux avec qui nous 
commcr^ons n'etaienl pas riches, nous ferions im pauvre 
commeicc/' 

There is more active dissent from Smith in Say's 
doctrine of immaterial products, which may be noticed 
briefly/ Smith, misled by his idea that wealth must be 

susceptible of consexwation/' has classified all manner 
of services as examples of unproductive labour. But take 
the case of the doctor who cures a sick man. Who (least 
of all the sick man) would say that this labour was 
unproductive? Further, was the ** product'' of the 
doctor incapable of being made the subject of an 
exchange? ** In no wise, since the advice of the doctor 
has been exchanged against his fees; but the need of this 
advice ceased the moment it was given. Its production 
consisted in saying it; its consumption in hearing it; it has 
been consumed simultaneously with its production/'^ 
Such, then, are Say's immaterial products, where consump- 
tion — the consumption of a song, for instance— necessarily 
coincides with production. While these may linger in the 
memory they have no exchangeable value once the moment 
of production is past, and clearly, as they are incapable of 
accumulation, they cannot increase the national capital. 
And for this reason there are dangers (which almost bring 
him back to Smith's point of view) in an excessive amount 



THE CLASSICAL TRADITION 271 

of immatei'ial products, since in increasing this kind of 
productive labour, the consumption is inevitably at the 
same time correspondingly increased, and nothing is left 
over. If the consumption is a pleasure, good and well, 
but who is benefited if the complexity of the law merely 
gives employment to lawyers, and puts up their fees?^ 
Adam Smith smiles approval in the background. 

On one other point, at least, Say went some distance 
towards breaking new ground, though he did not tarry 
long enough to harvest the fruit. Ricardo, in his twentieth 
chapter, pillories Say for his confused statements on value, 
setting out fourteen quotations and wringing his hands 
despairingly over the inconsistencies involved. It would 
indeed be difficult to summarize succinctly Say's views on 
value, nor perhaps do they greatly matter. Inconsistency 
may spring from muddleheadedness, or from a laudable 
groping away from an untenable theory, even if the 
journey be never completed. Say, in brief, was prepared 
to attach much more importance to the idea of '' utility " 
than were his English contemporaries. Indeed, by a 
careful choice of extracts, it is possible to find in Say an 
exponent of a theory of value which is wholly psycho- 
logical, and in which the idea of cost of production is more 
or less eliminated. Doubtless these could be rebutted by 
other extracts, in the compilation of which Ricardo will 
be found serviceable. It is not, he says in one place, 
'' the value of the productive services which determines 
the value of the products.'* On the contrary, ‘'it is the 
utility of the product which makes it sought out, and 
which confers upon it a value; and it is the faculty of 
being able to create this utility which makes the productive 

^ Ihid,, Vol. I, pp. 124-125, It is curious to note the laissez- 
fatre doctrine come out at this point: '' Administrer ce qui 
clevrait tee abandonn^ k soi-mtee, e'est faire du mal aux 
administr^s, et leur faire payer le mal qu'on leur fait comme si 
c'6tait un bien.** 
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services be sought out, and which confers upon them a 
value/'^ So also he speaks of the utility of a commodity 
raising its price to the cost of production; if it fails to do 
so, nothing is of course produced,^ Even more emphati* 
cally, he states that the value of the means of production 
comes from the value of the pioduct which may result, 
which is founded on the use which can be made of this 
product or the satisfaction which can be drawn from it/'^ 
These, in the history of the theory of value, would be 
interesting utterances, even if they led nowhere. Ricardo 
was dissatisfied internally with his theory of value; Say 
was more vocal in expressing his doubts. 

Lastly, Say sings the praises of the entrepreneur, is 
strictly non-interventionist, and represents the aspirations 
of an industrial age. 

Senior 

In such an introductory narrative as this, in which stars 
of the second magnitude must suffer extinction, some who 
are almost of the first rank must be accorded a brevity of 
notice which hardly corresponds with their real deserts. 
Of the considerable tribe of spiritual sons of Ricardo, 
Nassau William Senior^ (1790-1864) is the one who in the 
next generation most calls for notice, firstly because he 
was himself an interesting personality, and secondly he 
also has to his credit a phrase which has been tossed down 
the years on the waves of economic controversy. Two 
points in Senior are perhaps worthy of mention here, the 
first relating primarily to his views regarding the ** scope 

VoL n, chap. 1, p. 9- 

3 Ibid,, voi. n, p. 17. 

3 ** Un champ otx tma usino m procureat directemeat aacime 
satisfaction appreciable a leur possesseur; lour valeiir viiat done 
de la valeiir du produit qui pent en sortir, laquelle est fond4e 
sar r usage qu*oa pent faire de ce produit, sur la satisfaction 
qu'oa en pent tirer'* (Vol. H, p. 24). 

** Bom 1790; called to the Bar; Profas»>r at Oxford; member 
/of the Royal Commission on the Poor I.»aw», 1S32, 
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and method of Political Economy, the second relating 
to his analysis of the function of capital in production. 

On the first point, Senior represents a definite narrowing 
of the sphere of economics, and an accentuation of the 
tendency towards a certain aloofness and rigidity. He is 
indeed in theory (he is less so in practice) the supreme 
exponent of that view which regards economics as an 
abstract and deductive science which can be most 
appropriately pursued in a comfortable arm-chair by the 
fireside, in an inspiring cloud of tobacco smoke. For him 
Political Economy is, in its strictest sense, the science 
which deals with the nature, the production and the 
distribution of wealth, and the economist who knows his 
job must stop short of anything which might be called an 
art. Practical questions, no matter of what kind, '' no 
more form part of the science of Political Economy . . . 
than navigation forms part of the science of astronomy,'' 
Moreover, the conclusions of the economist, whatever be 
their generality and their truth, do not authorize him in 
adding a single syllable of advice." His business is 
neither to recommend nor to dissuade, but solely to state 
general principles."^ 

This represents an admirable spirit of aloofness, though 
it is perhaps asking too much of the economist to expect 
him, by a pure process of ratiocination, to arrive at 
conclusions, and to be thereafter content to leave them 
to someone else to chew. Yet Senior is herein probably 
merely overstressing a truth which assumes a more palat- 
able form when he suggests that in the tangled problems 
of this world it may be “ neither advisable, nor perhaps 
practicable " to regard the economic consideration as 
providing the sole, or perhaps even the principal, guide. 
In the abstract science which Senior contemplates, it will 
Be observed, reasoning is more important than observa- 
^ Political Economy, pp. 2-3. 
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tion.^ Not only so, in his hands it professedly becomes 
very largely a matter of the precise meaning of terms* 
Thus he warns his readers that his treatise will consist, in 
a great degree, of discussions as to llie most convcmienl 
use of a few familiar words/ Had Senior lived up to his 
professions, Political Itconomy, as practiscnl by him, 
wotild have become a useful exercise in the Socratic art 
of definition. 

But on what is reasoning to operate, if economics is 
primarily a matter of reasoning rather than of observa- 
tion? The answer almost takes away our breath by its 
calm daring. All Political Economy is comprised in what 
flows from a few general propositions, the result of 
obseiwation and consciousness/' These propositions, to 
be precise, are four in number. As they are so typical of 
a certain phase of economic doctrine, it may be as well 
to reproduce them in abridged form. The first is that 
eveiy man desires to obtain additional wealth with as little 
sacrifice as possible/' Here is the economic man stalking 
abroad as a postulate on which economic science is built. 
The second proposition is a statement of the Malthusian 
law, to the effect that the population of the world is 
'‘limited only by physical or moral evil" The third 
^proposition is a statement which, according to the point 
of view, may either indicate the functions of capital or 
the principle of increasing returns in industry. It lays 
down that ‘‘ the powers of labour, and of the other 
instruments which produce wealth, may be indefinitely 
increased by using their products as the means of further 
production." The last of the four fundamental proposi- 
tions is a statement of the Law of Diminishing Returns as 
applied to agriculture. The first of these propositions, 
Senior obligingly tells us, is a matter of consciousness; 
the three others are matter of observation. Now nothing 

* p. 5^ p. 5. 
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could be easier than to make hay of Senior’s four funda- 
mental propositions or postulates. The first is presumed 
be a truism; like most truisms, it is probably 
fundamentally untrue. The Malthusian generalization is 
certainly not true of all times and places (as Malthus 
assumed it was), and to many it has not been a matter 
of observation. The Laws of Increasing and Diminishing 
Returns again require a nicety of statement of which 
Senior was singularly insensible. It is certainly a crude 
generalization to say, with Senior, that additional 
labour when employed in manufactures is more, when 
employed in agriculture is less, efficient in ‘proportion.”^ 
This may be the result of observation, but not much is 
gained if the observation is inaccurate. His first principle, 
embodying a raw hedonism, may therefore by some be 
rejected. The other three propositions are anything but 
observations to be swallowed at sight; they are the end of 
a long process of economic reasoning and observation, 
rather than tolerably axiomatic postulates from which 
reasoning may begin. This, however, for our present 
purpose is relatively of minor importance. What is of 
interest is the abstract view of Political Economy as a 
branch of knowledge which is wholly enfolded in four 
postulates which, at the bidding of a sufficiently imperious 
mind, can be summoned to yield up their hidden economic 
profundities. 

Such a programme, if rigorously adhered to, might have 
been expected to lead to a wholly academic science resting 
on barren logomachies. Fortunately, however. Senior did 
not turn economics into a logical exercise in the inferences 
to be drawn from four propositions. He had an acute, 
a penetrating and a logical mind; and his passion for 
accuracy in the use of his terms and in his definitions 
enabled him in many respects to be usefully critical of his 
^ Ibid,, p. 81. 
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predecessors. In particular on one point he introduced a 
phrase which cmbodit's a range of suggestive ideas, even 
though the phrase has likewise occasioni^d merriment in 
certain quarters. In his analysis of llie agents of produc- 
tion, he caietully avoided the word ** capital'' on the 
ground that it has Ixtm so vaiiously defined that it may 
be doubtful wlu'ther it have any genei ally received 
meaning."^ (Senior, careful in his noimmclature, is also 
careful in his use of the subjunctive.) Accordingly his 
instruments of production are labour, natural agents— 
which is certainly preferable to the fatuous use of the 
word ** laxid "—and abstinence. He lejects thc» word 
" capital," because in the ordinary acceptation of the 
term it has come to mean " an artick* of wealth, the result 
of human exertion, employed in the pi eduction or distri- 
bution of wealth."^ But capital, as thus defined, is not 
a simple productive instrument; it is itself the i*esult of 
the co-operation of labour, of the natural agents, and of 
the other thing which Senior calls " abstinence." By 
"abstinence" Senior means "that agent, distinct from 
labour and the agency of Nature, the concurrence of which 
is necessary to the existence of capital, and which stands 
in the same relation to profit as labour does to wages."® 
It will be seen what Senior has done. He has replaced 
capital, which is normally conceived as a dead and 
objective thing, by a human sacrifice, obviously entitled 
to a reward. For that there is here a human sacrifice, 
Senior has no doubt: "To abstain from the enjoyment 
which is in our power, or to seek distant rather than 
immediate results, are among the most painful exertions 
of the human will." Consequently, when we come to an 
analysis of cost of production, the elements into which it 
is resolved are wholly subjective. By cost of production 
is meant " the sum of the labour and abstinence necessary 
* Ibid., p. 59. ^ Ibid., p 50 ** Ibtd , p. 59. 
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to production/’^ The reward otthe capitalist is thus seen 
to be the reward due to abstinence, the price which it is 
necessary to pay in order to induce people to abstain from 
claiming, in the present, rights which have accrued. The 
word abstinence ” is perhaps unfortunate, because of its 
regrettable psychological association with total but it 
is only because ''abstinence” in a restricted sense has 
come to connote a monastic asceticism that it is possible 
to find amusement in the idea of a Rothschild being 
rewarded for his abstinence. 

J. S. Mill 

To withhold from John Stuart MilP (1806-1873) the 
compliment of a separate chapter, and to bundle him 
into a second-class compartment along with Say, Senior 
and Caimes may appear little short of high treason. 
For all but the greatest of the dead, however, life is a 
continuous decline until the indignity of a recording 
footnote is reached. Yet there are more substantial 
reasons for holding that in such an introduction as this, 
Mill need not be subjected to a lengthy examination. 
With regard to Mill’s position in the development of 
Political Economy, there is singular unanimity among 
the commentators. For one. Mill briefly represents the 
'' restatement in the eyes of another, he provides " a 
skilful statement of the chief results of the previous 
generation”; a third regards him as presenting the 
classical doctrines in their final crystalline form; a fourth 
looks on his Principles as an oeuvre d* assemblage. 
Where so many agree, Mill himself not dissenting, it may 

^ Ihid.f p. loi. 

^ Born I foe, the son of James Mill, and the victim of an extra- 
ordinary educational experiment which might have been expected 
to produce worse results than it did. For thirty-five years at 
the India Office. For a short time in Parliament 
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be assumed that truth lies somewhere in the direction 
of these concurring pointers. Ricardo and Malthus had 
introduced the main themes of the econoniic symphony 
— not perhaps remarkably hamionious themes; in the 
int('rv.il, these themes had been somewhat distorted by 
critics like Rae and Lauderdale, and discordant motifs 
of an entirely different character had been intniduced by 
the wind instruments of the early socialists like the St. 
Simonians and the Fouricri.sts. The confused listeners 
were beginning to be doubtful as to what it was all about. 
It was time for the main theme to be restated, with the 
conlklenee and the assurance that comes froni a liberal 
use of brass, and to work into the restatement just suffi- 
cient of the intervening dissident and dissentient themes 
as might be nece.ssary for the .Tsthetic .satisfaction of the 
hearers. This was the task Mill took in hand; his work 
is a restatement of the main doctiincs of Ricardo and 
Malthus by one not insensible of the criticisms of the 
intervening thirty or forty years. 

Mill’s pre-eminence rests on tire extraordinary skill 
with which he accomplished his mission. The high 
moral tone which pervades the Principles madt* it accept- 
able to an age which, in essentials, was airstere; and its 
literary competence was a feature which had not been 
too common a characteristic of Mill’s predecessors. In 
the result, it is probably true that Mill, for a period of 
two generations, taught this country its economics, either 
through his own Principles, or through other works for 
which these Principles cannot shake off responsibility. 
Wliile this may be an excellent reason for erecting a 
bust of Mill in a Political Economy lecture-room, it fe 
also a reason for assigning him disproportionately small 
space in an introductory history of economic doctrine. 
For the people who are most interesting for our present 
purpose are those who, however gropingly, first state a 
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fruitful idea, not those who at the end of a generation's 
discussion sum up and present the world with a restate- 
ment. Apart from ceitain elaborations of the theory of 
foreign trade, it is doubtful whether Mill added much, or 
anything, to the body of economic doctrine. A recent 
somewhat severe critic has indeed stated that, objectively. 
Mill teaches us nothing new, adding that it is easier to 
point out the doctrinal errors committed by Mill than to 
indicate his contribution to the development of theory.^ 

It does not of course follow that Mill's presentation 
is colourless, or that there are not degrees of emphasis, 
and indeed modifications, of the traditional classical 
doctrines. Mill, like everyone else, had his hobby horses, 
though they were conspicuously absent from his nursery. 
Without attempting to present consecutively his main 
ideas, which were largely the ideas of Malthus, of Ricardo 
and of his father, it may be permissible to indicate some 
of the points which, owing to the emphasis laid upon 
them by Mill, stand out as pre-eminently revealing the 
mind of the writer. 

The first point of interest strikes one in the preface 
and on the title-page. Mill professedly set out to write 
an up-to-date Adam Smith. That, in fact, he rather 
wrote a ''readable Ricardo" is immaterial. What is 
of interest is the reason that impelled Mill to take Smith 
as his model; it is that Smith " invariably associates the 
principles with their applications," and "perpetually 
appeals to other and often far larger considerations than 
pure Political Economy affords." This point of view 
also affects the title-page, where, after the orthodox 
" Principles of Political Economy," there appears the 
words: ''with some of their applications to social 
philosophy.*' Political Economy, in short, was for Mill 

1 Bousquet, Bssai sur revolution de la Pensie Bconomique, 
p. 9X. 
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part of sonielhing larger, anil in Iiis own mind he was 
not content to be merely a theorist. Like his master, 
Bentham, he was as much as anything a social reformer. 
Senior might declare that the economic, qua economist, 
was never authori/xd in adding a single syllable of 
advice. For Mill, to give advice was the very essence 
of life. His theory may, to a large extent, be a modified 
restatement; the essential Mill is lather to be found in 
his proposals for reform, whether these aic* to be sought 
in his advocacy of peasant proprietors, of co-operation, 
of the taxation of rent, or of lestiicfion of inheritance 
With this general view of economics as a study which 
almost becomes subservient to its practical applications, it 
is necessary to take one tenet which is peculiarly Mill's, 
and which indeed he himself regarded as the chief merit 
of his treatment of the subject. This is his famous dis- 
tinction between the nature of the laws of production and 
those of distribution. The laws of the production of 
wealth, Mill held, partake of the character of physical 
truths. There is nothing optional or arbitrary in them," 
Whatever be our likes or dislikes in the matter, such 
principles as the Law of Diminishing Returns are there. 
Our opinions and our wishes have no control over the 
things themselves. It is, however— so Mill held— entirely 
different when we turn to the distribution of wealth; there 
we are in the realm of ** human institution solely." 
** The things once there/" men carr do with them as they 
like, and it follows therefore that "" the distribution of 
wealth depends on the laws and customs of society."^ 
Such is MilFs rigid distinction between the field of produc- 
tion where inexorable law, uncontrolled by man, prevails, 
and the other field of distribution, which is also doubtless 
subject to a law, but to a law of man's making and 
revising. It is almost unnecessary to observe that Mill's 
I Primiplm, Book II, chap i, 
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strict line of differentiation is indefensible. Doubtless 
''the things once there,'' an omniscient, omnipotent, 
omnicompetent Parliament may decree any distribution 
which, in its lack of wisdom, may seem good to it; but 
if in these matters it errs against popular sentiment, it will 
not be long until the things are not there. An unques- 
tioned power to control distribution brings little comfort, 
if the exercise of that power dries up the stream of 
production, and so leaves nothing to distribute. The 
difference here from the older classical economists is 
obvious. For them the laws of distribution were as 
inexorable as any other. Mill, in sweeping all this into 
a sphere controlled by human volition, made it possible 
for him to be the speculative reformer, calmly contempla- 
ting the coming of the communistic state. 

For increasingly, as Mill grew older, his reforming zeal 
led him to a Platonic and sentimental flirtation with 
socialism, though he was never brought tp the point of 
seriously declaring his intentions. If the choice were 
between communism and individual property — ^not as it 
might be, but as it now is — ^then, he says, all the 
difficulties, great or small, of communism, would be but 
as dust in the balance."^ The socialism of Mill is a 
curious study, but only this need be said here. Mill was 
unable to resist suggestions or ideas from whatever source 
they caine; he was likewise constitutionally incapable of 
assimilating these ideas with the creed in which he was 
brought up and which was more peculiarly his own. In 
consequence there is at times a considerable incongruity, 
not to say inconsistency, in ideas which he advances 
concurrently. His socialism is a deposit of a period 
later than his main ideas; and when a socialist outcrop 
is detected, it is obvious that it lies very unconformably 
on the older strata. In fact, in his heart Mill remained 
^ Ibid., Book II, chap i, sec. 3. 
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an unregenerate individualist to the end, and even his 
socialism is rooted in individualistic ideas. When he 
speaks of legislation favouring equality of foi times, the 
incorrigible individualist acids: “ so iar as is consistent 
with the just claim of the individual to the faiits, whether 
great or small, of his or hex own industry.''^ He boggles 
at such an embryonic socialistic proposal as piogressive 
taxation, on the ground that to tax the laiger incomes 
at a higher percentage than the smaller, is to lay a tax 
on industry and economy; to impose a penalty on people 
for having worked harder and saved more than their 
neighbours.''® He ties himsell into knots in the* chapter 
on Bequest and Inheritance, because even in his fm] for 
reform he is obsessed with the iiulividualistic idea that 
bequest, as one of the sacred rights of proptuiy, must not 
be tampered with, and hinting at the desii ability of a 
system which would " restrict, not what anyone might 
bequeath, but what anyone should be permitted to acquire, 
by bequest or inheritance/'^ The reforms dearest to his 
heart, the extension of peasant proprietorship and the 
fusion of labour and capital in a system of co-partnership, 
are of the essence of individualism, and his utterances in 
defence and praise of competition^ fit in badly with 
socialism, which, if it means anything, means the elimina- 
tion of competition. MilFs socialism was perhaps scarcely 
a '' gesture,'* as the current jargon has it; but it was a 
sentimental infusion which never harmonked with the rest 
of Mill’s system of thought, even though Mill himself was 
happily unaware of the fact. 

Apart from the question of Mill’s general standpoint, 
a hint may be added regarding some of the points 

^ Ibtd., Book IV, chap. 6, see. a, 

Book V, chap. 2, j. 

» Book II, chap. 2* sec. 4. 

^ Ibtd*, Book IV, chap, 7, sec, 7. 
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emphasized, or supposed to be emphasized, in his restate- 
ment. It is impossible to glance through Mill without 
being struck by the influence exercised on him by the 
Malthusian generalization; and as an increase of popula- 
tion is terrifying only because of the base question of food, 
the Law of Diminishing Returns is placed by Mill in a 
place of high honour or dishonour. It is the most 
important proposition in political economy.''^ In writing 
on the population question, his voice quivers with a 
righteous indignation which leads him to a violence of 
language nowhere to be found in Malthus. Excessive 
procreation is for Mill on the same level as drunkenness 
or any other physical excess, and those who are guilty 
should be discountenanced and despised accordingly.^ To 
appreciate his crusading fury in this cause, it is necessary 
to turn to his views regarding wages. The celebrated 
wages fund doctrine has, not with entire justice, become 
peculiarly associated with Mill— probably because when 
the fallacy was exposed. Mill publicly recanted, and the 
recantation has tended to hang round Mill's neck the 
faith in respect of which he expressed his recantation. 
But indeed the wages fund doctrine was more or less 
common property. It can be deduced from Malthus; 
amongst other places it is to be found concisely stated by 
Senior in the form that wages depend on the extent of 
the fund for the maintenance of labourers, compared with 
the number of labourers to be maintained."^ Mill has 
some difficulty in getting a convenient phrase for " the 
aggregate of what may be called the wages fund of a 
country"; but his theory is essentially that of a pre- 
determined fund set aside for wages, a definite number 
of workers among whom that fund must be shared, and 

^ Ibid , Book I, chap. 17 >, sec. 2. 

\lhid , Book II, chap. 13, sec. i. 

* Senior, Pohhcal Economy, p, 154. 
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a distribution effected under the influence of competition. 
From this Mill draws the intercnce that waives cannot 
rise, but by an increase of the aggregate funds employed 
in hiring labourers, or a diminution in the number of 
competitors for hire/' The wages fiuui in the sense of 
a portion of the capital of the country inevocably set 
aside for the payment of wages, is, of course, a pure 
myth, but it led Mill to consider that only one mclhocl of 
raising wages could escape the charge of futility. That 
method lay in a due restriction of population. 

Mill's discussion of value is pci haps memorable, not 
so much by reason of its substance or conclusions, as 
on account of his unfortunate assurance that here at last 
all ghosts were lakL Happily," he observes, "there 
is nothing in the laws of value which remains for the 
present or any future writer to clear up; tlie tljeory of 
the subject is complete."^ By a strange Nemesis this 
threatens to become the most frequently quoted of all 
Mill's utterances, furnishing, as it does, to the young, a 
useful warning that it is never safe to be sure of 
anything. 

One last curiosity in Mill is represented by his con- 
ception of the stationaiy state, ^ a curious blend of 
economics, philosophy and poetry. Like Sismondi, Mill 
felt impelled to ask ** to what goal " society is tending 
by its industrial progress, and " when the progress 
ceases, in what condition are we to expect that it will 
leave mankind? " Mill, it will be observed, assumes 
that progress must cease, just as the same Mill was flung 
into an agony of gloom, reflecting that as tliere is but a 
limited number of musical tones and semi-tones, and also 
a limited number of ways in which these may be com- 
bined, the world would one day— and that before long— 

’ Principles, Book III, cliap. i. sec. i. 

Book IV. chap, 6. 
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have whistled its last tune.^ The annual publications of 
Messrs. Francis, Day and Hunter give no indication that 
the day is yet imminent. But to Mill it is axiomatic that, 
as the increase of wealth is not boundless, so beyond the 
progressive state, there must lie the stationary state, when 
the stream of human industry shall “ finally spread itself 
out into an apparently stagnant sea.’’ To some this 
prospect of the stationary state may appear depressing, 
ending in shallows and in miseries; but not so to Mill, 
who draws a pleasantly coloured picture of a state with 
population and industry alike held in equilibrium, with no 
extremes of wealth or poverty, with no undue hustle, and 
over it all a faint suggestion of the indolent charm of 
the island of the lotus-eaters. But though stationary, so 
far as capital and industry are concerned, it need not be 
a stationary state of human improvement. It will still 
be open to the grandsons of Angus to write books with 
philosophic uplift. It is a curious epilogue to classical 
Political Economy, which at its beginnings — or so its 
critics suggested^ — had exalted the thruster and the 
climber. 


Caimes 

A survey of the orthodox school, the spiritual 
descendents of Ricardo, may fittingly conclude with a 
brief reference to John Elliott Caimes® Xi§?3-1§75). in 
some ways the last of the line. Wnen Mill recanted on 


1**1 was seriously tormented by the thought of the 
exhaustibility of musical combinations, . . . Most of these, it 
seemed to me, must have been already discovered." {Auto- 
biography, chap, 5.) 

® Born in Ireland in 1823; educated at Trinity College, Dublin; 
studied law; Professor at Dublin and Galway, and later at 
London. His chief works are The Character and Logical Method 
0/ Political Economy, and Some Leading Principles of Political 
Economy > 
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the wages fund doctrine, Caimes continued to show cause 
why the Master should not have succumbed to the attacks 
of Longe and Thornton. Among the faithless, faithful 
only he— or almost so, foi one must not foiget Professor 
Fawcett. A perusal of Caiines's works reveals an acute, 
a vigorous and a subtle nnnd, engaged in refining the 
achievement of Mill; a mind, nevertheless, which was 
rather impervious to new ideas Only two points need 
detain us here: firstly, his views as to the scope and 
function of Political Economy, and secondly, his doctrine 
with regard to '* non-competing groups,” which represents 
the most vital and enduring idea of Caimes. 

To the gencial question of the purpose and nature of 
Political Economy as a study, Caimes devoted one of 
his chief works. The Character anti Logical Method, of 
Political Economy. The main argument is somewhat 
reminiscent of Senior. Political Economy, in Caimes's 
view, has suffered from the intnision of alien elements, 
rcpiesonted by " considerations of equity and expedi- 
ency.”* But so long as Political Economy is given the 
task of accomplishing definite practical ends,* it can have 
none of the characteristics of a science. Economics, then, 
for Caimes, is to be rigidly scientific, and in order that 
it may be so, it is to be cut off from all practical 
considerations, and issue an unlimited declaration of 
neutrality, standing ” apart from all particular systems 
of social and industrial existence.”® Political Economy, 
he says in a passage frequently quoted, is to be regarded 
as 

“standing neutral between competing social schemes; 
neutral, as the science of Mechanics stands neutral 
between competing plans of railway construction, in which 
expense, for instance, as well as mechanical efficiency, is 

^ Chamcier md Logical M$thod^ pp, 14-16, * Md** p. to 
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to be considered; neutxal, as Chemistry stands neutral 
between competing plans of sanitary improvement; as 
Physiology stands neutial between opposing systems of 
medicine* It supplies the means, or more correctly, a 
portion of the means for estimating all; it refuses to 
identify itself with any.’'^ 

Economic Science,'' in short, has no more connection 
with our present industrial system than the science of 
mechanics has with our present system of railways." 

This, even if truth, is an over-accentuation of truth. If 
this austere doctrine were honoured in practice, it would 
mean the separation of economics from its living inspira- 
tion; and the effect of taking at their face- value the views 
expressed by Cairnes elsewhere, is to accentuate the 
abstract, detached, academic nature of economic study. 
His whole argument tends to make economic science 
exclusively a deductive study. ^ For induction, experiment 
is necessary, and in the nature of things this is excluded 
from the armoury of the economist. The facts, moreover, 
are loo overwhelming: 

" He (the economist) must take economic phenomena as 
they are presented to him in the world without, in all their 
complexity and ever-changing variety; but from facts as 
thus presented, if he declines to avail himself of any other 
path than that of strict induction, he may reason till the 
crack of doom without arriving at any conclusion of the 

But as against this handicap, the economist, compared 
with the physicist, has one mighty advantage. Mankind 
have no direct knowledge of ultima,te physical 
and it is only as a result of long groping, " after a long 
period of laborious inductive research," that the scientist 

* Ihid,^ p* ax* ® Ibid,, p. 64. ® Ibid., pp. 65-66 
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can arrive at the generalizatioiiH from wliirfi he reasons. ^ 
But the economist starts with a knowh^dge of ultimate 
causes''* — happy man! '' He is alieady, at the outset 
of his enteri>rise, in the position which the physicist only 
attains after ages of laborious u‘Si*uirh/* Hhnc ultimate 
causes, needless to say% centre* round tlie bc^havioiir of 
the economic man; they consist of certain mcmtal feeh 
ings and certain animal propiuisitit's in human beings.'' 
These ultimate causes, of which w(‘ have direct knowledge, 
are obviously closely akin to Senior's four fundamental 
propositions. 

The cold philosophic truth is again, peihaps, over*- 
emphasized in Cairnes's views regarding the nature of 
an economic law. He rightly indicati‘S in what sense 
Political Economy must be regarded as a liypothetical 
science/'* Its conclusions arc* tria* wluui no <listurbing 
causes intervene — a condition, as Caimes adds, which is 
scarcely ever realized. An economic law, in short, 
expresses not a positive but a hypothetical truth, and it 
follows also that a law relating to economic phenomena 
‘ ' can neither be established nor refuted by an appeal to 
the records of such phenomena," The proof must rest 
on an appeal to certain principles of human nature, opera- 
ting under certain physical conditions. So also to refute 
an economic law, it is necessary to show that the 
" principles " (i.e. of human action, etc.) do not exist, 
or that the economist, on the way to his conclusion, has 
fallen a victim to a logical gin. Putting it briefly, the 
nature of an economic law is such that it can neither be 
established nor refuted by an appeal to facts/^ 

Viewed merely as a question in epistemology, it may be 
that Cairnes's views are defensible. It is not merely 
dearable, but essential, that periodically we should test 
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the basis and limits of our knowledge — indeed, ask our- 
selves whether we can properly know anything at all. For 
j this purpose a wise society maintains a staff of philosophers 
and metaphysicians. But the plain man has difficulty in 
resisting the impression that an undue addiction to 
questions of scope, method and what-not, betokens an 
' unhealthily introspective frame of mind. Much of what 
Caimes says, as he himself realizes, is applicable to other 
brarxhes of knowledge; but so far as he was understood 
(or misnnderstood), his influence was in the direction of 
making economics an abstract, formal study. It does not 
^ require mudh perversion of Cairnes fo see in him an 
exponent of the view that economics is solely a deductive 
I study, reasoning from certain general principles, proud of 

j its impartiality in the world's affairs, and arriving at 

conclusions which, in the nature of things, cannot be 
refuted by an appeal to the hard facts of reality. Should 
the facts appear to be in contradiction with economic law, 
so much the worse for the facts. Even if this be per- 
f version, the fact that classical Political Economy came to 
appear in this guise was, in large measure, its undoing. 
^ Apart from questions of methodology, Caimes is 

chiefly to be remembered for his conception of non- 
competing groups " and the inferences drawn therefrom. 
His opening chapter on value (in Some Leading Principles) 
is primarily interesting because of his manifest failure 
to understand Jevons. His own view of value is in 
I the orthodox line, but with critical reservations. He 

I criticizes Mill's analysis of cost of production " with 

a subtlety which never abandoned him. No two ideas, 
he says, ai:e more opposed to each other than cost " 
and '' reward of cost/'^ Cost and remuneration are 
j '* economic antitheses of each other." Wages and profits 
of capital, into which, in the main. Mill analyses cost of 

/"*■ 

* Leading Principles, p. 50 » 

K 
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production, are not costs at alL Costs are sacrifices,^ and 
these factors in MilFs analysis are the le wards of sacrifices, 
not the sacrifices themselves. Thus, in the orthodox form 
of the doctrine which Caiiiies combats, cost of pioduction 
is lesoivcd solely into capitalist's costs, and it follows 
likewise that the piinciplt' t!iat cost of pioduction deter- 
mines value becomes the assertion of an ichuitical proposi- 
tion,^ Thus in placc^ of tiu‘ capitiriist^s objtTtive costs, 
Cairnes outlines a theory, mnmkcmt of Senior, in which 
cost of production is based on subjcTiive considerations, 
and is represented by the various sacrifices made— -the 
labour, the abstinence, the risk, not the money lawards 
of these various elements^ 

The possibilities of determining such a subjective cost 
of production/’ however, need not detain us; we are con- 
cerned merely with the disentanglement of the idea of 
non-competing groups. It is to competition that we must 
look as the agent which brings remuneration into piopor- 
tion with the sacrifices undergone; so also competition is 
the security for the correspondence of the values of 
commodities with the costs of their production/^* Cost 
of production will only regulate values if there is effec- 
tive competition/’ Cairnes was thus led to consider how 
far such effectiveness of competition did exist, since, if 
there be any obstacle, whether law, ignorance or 
poverty/’ competition will be defeated, and consequently 
it will not follow that commodities will exchange accord- 
ing to their cost, i.e,, the amount of sacrifice involved/ 
Cairnes, somewhat too easily satisfied, finds that capital 
has a reasonable fullness of choice, since capital, while 
in a disposable form, may be applied in any direction/ 
It is not so with labour. Labomv whose occupation,, is 


^ Ibid, 


* Ibid , p. 63. 
» Ibtd., p. §4. 
^ p. 70, 
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not yet finally determined, does not have a choice over 
the entire range of industry : 

“ What we find, in effect, is, not a whole population 
competing indiscriminately for all occupations, but a 
series of industrial layers, superposed on one another, 
within each of which the various candidates for employ- 
ment possess a real and effective power of selection, while 
those occupying the several strata are, for all purposes 
of effective competition, practically isolated from each 
other.”’ 

Thus we are ” compelled to recognize the existence of 
non-competing industrial groups as a feature of our social 
economy.” The point, sufficiently obvious in itself, 
becomes important, because Caimes uses it to make 
considerable modifications in the theory of value. For it 
is only within any group that commodities will exchange 
according to their cost of production; as between two non- 
competing groups, exchange will take place on another 
principle, which indeed is none other than that of 
reciprocal demand, familiar in the theory of foreign trade. 
The failure of the principle of cost in the case of non- 
competing groups is exemplified in the relative remunera- 
tion of the producers of different articles. Remuneration 
is in proportion to sacrifice within a group, but not when 
the comparison is instituted between two groups. The 
advantageousness of one group compared with another— 
as in the case of foreign trade — ^will depend on the 
reciprocal demands of one group for the produce of the 
other.’’ 

Caimes’s theory of non-competing groups is chiefly of 
interest because he uses it to undermine the traditional 
cost-of-production theory of value; and moreover, in 
shifting the emphasis to the subjective idea of the sacrifice 
* Tbid., p. 72. * Ibtd., pp. 75-79. 
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involved, he went farther than he realized in the direc- 
tion of Jevons and the Austrians. Had he gone a little 
farther, he would probably have gone a great deal 
farther. Thus in discussing why skilled labour receives 
higher wages than unskilled, he rightly explains that this 
is not in fact necessarily the case, that skill itself is not 
an element of cost, and that '* the result in question (i.e., 
a higher remuneration) only occurs where skilled labour 
represents a monopoly.” The dwisive consideration is 
to be sought in “ the circumstances which limit the 
possession of this skill to a small number of persons as 
compared with the demand for their services.”' A later 
generation would have said that when the workers are 
limited in numbers, the marginal productivit}* of labour 
is high; it is what Caimes, innot'ent of the margin, is 
trying to say. 




» ibid., p. 85. 


CHAPTER XI 


KARL MARX 

In a volume ot ampler proportions than this, the early 
history of socialism might claim, and might deservedly 
receive, the tribute of an independent chapter, though 
doubtless it might be urged that these early socialists were 
dreamers and not economists. Here they must be content 
with such notice as is indispensable for a comprehension 
of the works of Marx. Socialism, according to taste, 
begins with Plato, in virtue of his advocacy of com- 
munism; or with More's Utopia, where the evils of private 
property are denounced and the doctrine of exploitation 
expounded. But viewed from the Marxian angle, the 
socialism which preceded Marx, and which earned his 
undisguised contempt, was that of the so-called Utopian 
socialists, whose writings date from the earlier part of 
the nineteenth century. 

It is among these that we must look for the “ father 
of socialism," though the number of claimants to paternity 
is embarrassingly large. Firstly, there is St. Simon (1760- 
1825 ) — not the writer of the memoirs — an eccentric noble- 
man who foresaw the coming of a new age which would 
be industrial in character, and who sought assiduously, 
in many pamphlets and what-nots, to discuss where 
spiritual leadership in this new and uncharted age was to 
be found. The mark of this new world, intent on the 

293 
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exploitation of the globe, was. to be the abolition of 
piivileges, St. Simon’s socialism is of the weakest, if 
indeed it exists at all, but his followeis, the propagators 
of a strange religion, extended his doctrine to include 
the abolition of the greatest of all privileges, that of 
inheritance, and thus, making the State the residuary 
legatee, they found a short cut to State socialism. Then 
there is Fourier (1772-1837), a man of a disordered mind, 
full of the disconcerting flashes which so frequently 
enlighten the deranged. His vision was of a reorganized 
world on the basis of the '* phalanx," a co-operative 
group, and with such phalanges the world would 
ultimately be covered to the number of 2, 985, 984. His 
is the socialism of co-operation, designed to replace the 
horrible waste and inefficiency, the divided and clashing 
interests of civilization, where all nitui protrt by each 
other's misfortunes. There is our own Robert Owen 
(1771-1858), a man greater in his earlier practical years, 
when he figured as the ideal employer, than in the adven- 
tures and the speculations of his later life. For him also 
the path of salvation lay in co-operation, and in the 
establishment of settlements more or less communistic in 
character, as evidenced in New Harmony. Fourthly (and 
lastly here), there was Louis Blanc (1813-1882), a transi- 
tional mind, pointing rather to later socialism and 
therefore scarcely Utopian. His idea likewise was to 
eliminate competition by association; but in his case, 
the State, the banker of the poor, was to be the agent 
to initiate the great scheme of reform, launching the 
co-operative bodies, which later were to drive the capitalist 
from the field. 

Such were the Utopians, most of whom were also 
" associationists.” They were Utopians because they 
believed that the realization of socialism was essentially 
an affair of getting someone to " launch ” something, 
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and thereafter the business would be done. They were 
associationists/’ because in the main they visualized 
the coming of socialism through the formation and 
extension of groups living together on socialistic principles. 
Fourier, waiting at home for one hour a day for the 
I unknown capitalist who should enable him to establish his 

first phalanx, is the pathetic symbol alike of the lovable- 
ness and ineffectiveness of the earlier socialists. 

With Karl Marx^ (1818-1883) all this changes. 
Socialism now definitely enters the main current of 
economic doctrine because, with Marx, socialism becomes 
a body of doctrine relying on the support of economic 
argument — also, in Marx's case at least, a body of 
prophecy resting on the interpretation of lecent and 
current economic phenomena. Herein lies the significance 
of the transition of socialism from the former type, 
somewhat contemptuously dubbed Utopian," to that 
newer variety, rather vaingloriously branded as " scienti- 
fic." To the new age the Utopian socialists appeared as 
dreamers, men who had touching faith in the power of an 
" Act of Parliament to serve as the basis of an ideal 
commonwealth, who were even so childish as to believe 
that an appeal to • justice, mercy and right had power to 
move the hearts of men. The Utopian socialists 
might appeal to sentiment to prove the desirability and 
the aesthetic beauty of socialism; such a procedure would 
cut no ice. it was better policy to prove, by economic 

^ Born at Triex', 18 t 8. Studied at Bonn and Berlin. Engaged 
in journalism on the Rheimsche Zettung (1842). Obliged to 
move about continually between Germany, France, Belgium and 
England until 1848. Thereafter, with few interruptions, he 
remained in London until his death in 1883 He played a 
leading part in the formation of the First International in 1864, 
and its subsequent proceedings; but in the main his life in 
London was devoted to reading and writing The first volume 
of Capital appeared in 1867; the second and third appeared, 
after his death, in 1885 and 1894 respectively. 
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reasoning, the inevitability of socialism; to mingle together 
economic argument and an interpretation of history, and 
thereby to show that, things being as they are, their 
consequences will be what they will be; and that the only 
outcome, ineluctable and inescapable, is the establishment 
of the socialist state. 

The literature of Marxism is such a Sahara of books, 
and the controversies as to what Marxism means, even 
among the faithful and the expert, are so perennial that 
it is even more necessary here than elsewhere to discard 
all but the essential, even if that may lead to the driest 
of bare bones. An<l at the outset, in pursuance of this 
policy, the other commonly accepted founders of scientific 
socialism may be left aside. Rodbertus (1805-1875) was 
primarily a philosopher, evolving socialist doctrine in 
dignified retreat; something of a Fabian; in the immediate 
insistent present, rather a conservative and an aristocrat. 
The bitter controversy centring round Marx’s alleged 
appropriation of the ideas of Rodbeitus m(*rely provides 
some slight refreshment in an otherwise arid waste. The 
third of the trinity, L assalle (1825-1864), was essentially 
the agitator, the silver-tongued orator who, after a stormy 
life ending in a stormy death, became a legend, and who, 
for English readers, has had the good fortune to be 
embalmed in one of George Meredith’s novels. 

But Marx remains; and except for the antiquarian 
explorer into origins, Marx is to be identified with scientific 
socialism. Jealous, if misplaced patriotism may point 
out that he probably received a large measure of inspira- 
tion (and perhaps something more) from that remarkable 
early group of English socialists which comprised men 
like Hodgskin, Thompson and Bray: the disciples of 
Rodbertus may feel that their master has been shorn 
of his appropriate glory. These are trivial questions. 
Heaven may, or may not, deal justly in these matters. 
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The indubitable fact is that all subsequent socialism has 
been dominated by Marx; and that even when subsequent 
schools have disowned him, they have owed their existence 
to a reaction from Marx. It is therefore permissible to 
confine this chapter to Marx, and to Marx alone. 

More than most writers, Marx requires to be read with 
some knowledge of his life and character. From the con- 
clusion of his student days until the age of thirty he 
lived the life of a rebel and an intriguer, at war with all 
governments, editing papers which were promptly sup- 
pressed, and uneasily flitting from one country to another, 
according to the exigencies of the situation. But from 
the age of thirty, that is to say following the Revolution of 
1848, there began in 1849 the second part of Marx's life, 
the long period of his exile in London, which continued 
until his death in 1883. Though interrupted by occasional 
visits to the Continent, and though in part occupied with 
various revolutionary activities, Marx's life during this 
long period was primarily that of a recluse, whose waking 
hours were spent in the British Museum in devouring 
blue-books. Add to such a morbid life all the cares, 
privations, hardships, jealousies and suspicions insepar- 
able from the existence of a political exile and, on the 
materialistic conception of history, some progress may 
be made towards a comprehension of Marx and his 
writings. 

With regard to these writings, it is doubtful whether 
any man living has read, may read, or should read them 
all. For in the nature of things, Marx was a voluminous 
journalist and (horrid word) a publicist. In addition to 
his greater fi^ces de rdsistance (and the resisting power 
is great) he is therefore responsible for a copious 
pamphlet literature. And there is his correspondence. 
But for the ordinary man and the intelligent woman, 
three publications are sufficient, even if of these the whole 
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may not be necessary. There is, first of all, The Critique 
of Pohiical Economy, dating from 1859, which is rather 
by way of being a preliminary draft tor Capital. Vastly 
more important, dating from 1848, is tin* Communist 
Mamfesto, written in conjunction with the faitliful Engels, 
which is of interest as showing how completely, apart 
from the pseudo-economic and scientific frills, the main 
elements of the Marxian system had been outlined by that 
» date. Thirdly, there is Capital, the complete and over- 
whelming statement ot the Marxian system, of which the 
first volume appeared in i8()4. The second and third 
volumes did not appear in Marx's lifetime, but were 
edited by Engels, whose function if was to glue together 
the fragments and chips of the Marxian workshop. 
Everyone has a duty to endeavour to read the first volume 
of Capital; no one need be ashamed to admit defeat at 
the hands of Volumes II and 111 . 

As an aid to a comprehension of the essicntial doctrines 
of Marx, it may be convenient (even at the risk of 
repetition) to endeavour to reduce his theories to a 
number of propositions. The greater the complexity of 
a country, the more is a preliminary study of a map a 
wise precaution. Leaving aside obiter dicta regarding the 
organization of society after the coming revolution, (a 
topic on which Marx shows restraint) as being concerned 
with politics rather than with economics, and therefore 
outside our sphere, Marx’s doctrines may essentially be 
described as a theory of value and of profit-making 
(exploitation), rooted in a certain view of the march of 
history, and pointing forward to the subversion of the 
existing capitalistic system. Putting a«de, therefore, 
doctrines regarding the dictatorship of the proletariat as 
lying outside the immediate pui^pose of this chapter, Marx* 
may, accordingly, be summarized without injustice in 
rilE propositions, or — since the propositional form is hardly 
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necessary — in six catchwords, two relating to the inter- 
pretation of history, two being economic in character, 
relating to value and inferences therefrom, and two being 
rather of the nature of prophecy. 

. Firstly, there is the so-called materialistic conception of 

history, by which is meant that the dominating and 
determining factor in all history is economic in character. 

Secondly, this materialistic conception of history finds 
its expression in an unintermiltent class struggle. History " 
is merely a record of class struggles; as soon as one is 
resolved, another is engendered. The materialistic con- 
ception of history and the class struggle furnish the 
sociological basis of the Marxian structure. 

Thirdly, and coming now to economics, there is the 
MarxlaiTtheory of value; that is to say, the value of any 
commodity is merely the amount of labour, that is, of 
socially necessary labour, congealed in it. 

Foifrt hh, applying this, we get the notion of surplus 
value. The workman sells his labour power, which 
produces more than it is necessary to give the worker in 
the form of wages. The difference is surplus value, which 
is pocketed by the capitalist and constitutes the exploita- 
tion of labour. Herein lies the impulse to the class 
struggle between tl^e capitalist and the proletariat. These 
two last propositions together form the economic kernel 
of Marxism. 

Fifthly, and approaching prophecy, the uncontrollable 
th^^^r*capital to increase the surplus value in every 
possible way leads, and will lead, to increasing misery 
and degradation of the working classes, and to the forma- 
tion of an increasingly large Industrial Reserve Army of 
unemployed and under-employed. 

Sixthly, and lastly, there is the Law of Capitalistic 
AdSimiilation. The large capitalist devours the smaller, 
so that the means of production becomQ concentrated in 
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ever fewer hands. Society becomes increasingly rent by 
commercial crises nntil the auspicious moment when the 
expropriators will be expropriated and the proletariat will 
enter into their heritagt*. 

While an elenientaiy di^rns^ion of Marx may be con- 
fined to an elucidation of what is involved in these six 
propositions, it is peihaps wise to preface a more detailed 
consideration by noting three points of moie general 
interest. Firstly, as to the nature of Marx*s masteiplece; 
Capiiah viewed meiidy as a book, is surely one of the 
‘most bewildering of human prodneiions. It is safe to 
say— -indeed it is obvious fiom the ComMuntHi 
—that the conclusions to be airiv(*d tit were firmly 
implanted in Marx's mind iK'foie he Inpan to evolve 
his reasons. This in itself would be ciiiite proper, if 
nevertheless an optm mitul wen* kept thioughout. Rut 
in reading Marx, one feels that he was so convinced of 
the truth of his conclusions that he became careless as 
to the arguments used, and in some of the argumentative 
passages it is difficult to resist the impression that he is 
intent on befogging ratluu' than enlightening the reader. 
The pedantic parade of learning, the display of rather 
puerile mathematical formulae, the dexterous skating on 
thin ice, the subtlety approaching at times perilously near 
to sophistry, produce on the unsophisticated reader the 
impression that he is confronted with a juggler or a 
necromancer who could without difficulty elicit from the 
most unpromising hat a teeming progeny of rabbits, In 
a book which, after all, attains the reasonable spacious- 
ness of approximately 2,500 pages, an author ought to 
have room to turn round and make his meaning clear: 
yet despite this, there are chaptem, and these among 
the most crucial, where condensation is carried to the 
extreme limit of unintelligibility. --'Aa economic 
argument, the whole array of these three volumes* dep"m^ 
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on the proof of the labour theory of value which is 
cbftfSneH in the first fifteen pages or so of the first 
voMme^ . Yet nowhere is there in print such a miracle of 
confusion, such a supreme example of how not to reason. 
If at the end of these fifteen pages, Marx has gained the 
assent of his readers, it is assuredly the assent of despair 
and weariness, and not the assent of enlightenment. 

The second point relates to the influence of Hegel, the 
hero of the young men of Marx's youth. Marx doubtless 
outgrew his Hegelian period, and could even claim that 
his dialectic method was the direct opposite of the 
Hegelian, turning right side up what he had found 
standing on its head.”^ These are forbidden pastures; 
it is sufficient to note that he never outgrew the Hegelian 
phraseology and its implications. Fundamental to Hegel 
is the idea of development. Every positive calls forth 
its negative, which again creates the negation of the 
negation, which, however, is not the original positive but 
something which unites the original positive and its 
negative. Otherwise expressed, there is firstly the thesis 
which calls forth its antithesis, which again leads to the 
synthesis, in which both thesis and antithesis are com- 
bined. Traces of philosophic phraseology do no one any 
harm, but a reperusal of the essential parts of Capital is 
apt to countenance the suggestion that, with Marx, the 
philosophic formula came first, and that the world was 
interpreted in accordance therewith. The class struggle 
is but the thesis begetting and wrestling with the antithesis; 
when the dominant class is engulfed, then we have the 
synthesis, a new starting point in development. Despite 
Marx's affected omniscience, Capital reveals very little 
real knowledge of the world, as indeed Marx, throughout 
life, was singularly obtuse with regard to the feelings of 
his fellow-men. He, was too much in the British Museum, 
1 Capiiul, Preface, Vol. I, p. 25 (Kerr). 


302 DEVELOPMENT OF ECONOMIC DOCTRINE 

and too little on the Epsom Downs on Derby Day; and 
the moie one reads Capital, the nioie one feeds that the^***^ 
things which he calls the capitalist and the proletariat 
are aruTmic abstractions wlto, with as little vitality as 
Tweedlednin and TwiaHlledeco tight out their battle io**its 
tippoinied cud in <nder that a pliilosophiral formula 
may be fulfilled. 

The iliird general point is Marx*s relation to the classical 
economists, in particular to Adam Smith and Ricardo. 
The finest flower of Marx*s contempt is teserved for what 
he calls ''vulgar economy''; ycd there is truth in the 
jest which describes Marx as the last of the classical 
economists. Smith and Ricardo had groped, with hesita- 
tions and limitations, towards a laboui theory of value. 
Marx accepted the doctrine witliout hesitations and, 
greatly daring, added a proof of his own. In other 
respects also, as in regard to the Iheoiy of wages, it has 
already been noted how generous Ricardo had been in 
furnishing bricks for the construction of the edifice of 
scientific socialism. Not the least entertaining aspect of 
the great Marxian riddle is to observe Marx railing at the 
vulgar economists while he is meanwhile complacently 
arraying himself in their discarded rags and outgrown 
garments. 

The Manife$io of ihe Communht Party has been so 
pre-eminently the most influential of the writings of Marx 
that a slight consideration of this brief pamphlet is 
desirable, if only to indicate how far the leading Marxian 
positions had been reached by 1848. It differs from 
Capital above all in its terseness, its twenty-two fleiy pages 
comparing most favourably with the intenninable dreari- 
mm of its bigger brother. Of its four sections,^ it is the 

^ Section I, ** Bonrgeom and Proletarliini/* contains most oi 
the essence of Marxism: .section «, FroMarianR and Com* 
munists/* leads up to the programme of the communists: 
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first, dealing with Bourgeois and Proletarians,’^ that 
is most relevant to the question of Marxian doctrine. It 
begins by striking a characteristic note: '' The history of 
all hitherto existing society is the history of class 
struggles.” And in amplification: 


” Freeman and slave, patrician and plebeian, baron and 
serf, guildmaster and journeyman, in one word, oppressor 
and oppressed, standing constantly in opposition to each 
other, carried on an uninterrupted warfare, now open, 
now concealed; a warfare which always ended either in a 
revolutionary transformation of the whole of society or in 
the common ruin of the contending classes.” 

This is followed by an analysis of the existing situation 
and the process which has led to it, and above all a dis- 
cussion of what has been done by the bourgeoisie. 
Despite its brutality, the bourgeoisie has not been useless, 
having indeed played its appointed part in history in 
destroying feudalism. It has given a cosmopolitan 
character to the production and consumption of all 
countries. " To the despair of reactionaries,” as the 
manifesto says, it has cut from under the feet of industry 
its national basis, so that national narrowness and 
exclusiveness have become daily more and more impos- 
sible. Further (a characteristic note), it has rescued a 
great part of the population from the idiocy of country 
life. But just as feudal relations became so many fetters 
on production and had to be burst asunder, so also the 
day of the bourgeoisie is past: 

” The^j^apqyis with which the bourgeoisie conquered 
f^udffSi' are now turned against the bourgeoisie Ifeelf. 

section 3, Socialist and Communist Literature/' is an entirely 
unfair attack on previous socialist literature; section 4 is little 
more than peroration: ''The proletarians have nothing to lose 
but their chains. They have a world to win." 


! 
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But the bourgcois>ic has not only forgiid the weajsons that 
bring death to itscU; it has also pioduced the men 
who will wield these weujxmR — the modem wmkers, the 
PROLE rAKIANS.” 

In the next passage the manifesto approaches the 
question of exploitation, without, how<*vei, lelying on 
later refinements as to lahoui powei, value and suiplus 
value. ** These woikers, forced to sell themselves piece- 
meal, arc a commodity like every other article of com- 
merce. . . . The cost of production of the worker is in 
consequence reduced almo.st entirely to the means of sub- 
.sistence that he retpiirt's for his maintenance and for the 
propagation of his race.” I'he ptiee of a commodity, and 
therefore of labour, is at this stage ccpiaterl to its cost 
of production. Exploitation consists in the worker 
receiving " his hare money wage,” and the burden of 
labour is increased (as is later, in Capital, the degree of 
exploitation) by prolongation of the working hours, 
increased speed of machineiy, an<l the employment of 
women and children. 

The increasing separation of society into two opposing 
camps is also a cardinal point in the manifesto : 

" The little middle class, the small shopkeepers, trades- 
people, peasant proprietors, handicraftsmen and peasants, 
all these classes sink into the proletariat, partly because 
their small capital is not sufficient for modem industiy and 
is crushed out in the competition with the large capitalists, 
and partly because their specialized skill is depreciated by 
the new methods of production. Thus is the proletariat 
recruited from all classes of the population.” 

^ The increasing misery of the working classes is likewise 
more comprehensible here than in Capital : 

“ The modern worker, on the contrary, instead of rising 
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with the progress of industry, sinks ever deeper beneath 
the social conditions of his own class. The labourer 
becomes the pauper, and pauperism increases even more 
rapidly than population and wealth.'’ 

This means that the bourgeoisie can no longer assure 
existence in slavery to its own slaves, and that therefore 
society can exist no longer under its rule. In the cele- 
brated phrase: it produces its own grave-diggers." 

Enough, and perhaps too much of the Communist 
Manifesto. Its significance lies in the fact that in a few 
brief pages it enables the reader to grasp the leading 
ideas of Marx, free from the mathematical and economic 
obfuscations which too frequently mar Capital, Here, in 
1848, supreme emphasis is already laid on the continuity 
of the class struggle; there is the sharp differentiation into 
two classes, into the lower of which all but a few are 
inevitably thrust; there is the idea of the exploitation of 
the worker, though the conception may lack precision of 
^ definition; and lastly there is implied the inevitable march 
of history, so that the capitalistic system engenders within 
i itself the seeds of its own destruction. AH these are pure 
\^arxism, and except for some pseudo-scientific elabora- 
tion (particularly with regard to value and surplus- value), 
Marxism is little else. 

Having seen how far the essential Marxian positions are 
already enunciated in the Communist Manifesto, it may 
be convenient to consider in slightly more detail the series 
of propositions on page 299, wherein an attempt was made 
to reduce Marx to tabloid form. The first two — the 
nj^epalisfe^conoeption o^ history and the class 
may be taken together; and inasmuch as they are scarcely, 
if at all, matters of economic doctrine, they may be 
disposed of summarily. Although it is customary to 
regard the materialistic conception of history as of the 
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essence of Marx’s doctrine, the beginner may iic'vertheless 
seaicli dilig«‘ntly in IVIarx’.s better-known works and find 
no clear explanation ot what the gieat principle involves. 
It is, apait from a few ocimsional passagtcs, rather a 
pervading assumption, and foi a t datively clear statement 
(me must tiun to Engels lather than to Marx. Perhaps 
the most dehnii(' sta!(‘menl in Marx's own writings is 
contained in the pudace to the Critique of PoUtiml 
Economy, in which the most crucial sentences are these: 

The mo<ie of pioduction in jnaterial life determines the 
gencu'al chaiacter of the social, political and spiritual 
processes of life. It is tuol the consciousness of men that 
determines their existence, but, on llie contrary* their 
social existence determines their consciousness/*^ 

In its original form, if one may appropriate a phrase 
from Engels, this meant that ** the final causes of all social 
changes and political revolutions are to be sought, not in 
men's brains, not in men's better insight into eternal truth 
and justice, but in changes in the modes of production 
^and exchange/'^ It is not the philosophy, but the 
economics, of each particular epoch that provides the 
lessential cause of change. In consequence^ art* rehgicai, 
kw and all the rest of it do not mould economic condi- 
tions; on the contrary, they are the outcome of these 
conditions. The far-fetched illustrations of the material- 

* p, II. still better known m a hrm ttmsicus is the pas»ge 
in the preface to the Comnmnui Mamfmto, written by Eng& 
after Marx's death: ''The pervading and basic thought of the 
manifesto is: that in every hisbirical epoch, the prevailing mode 
of economic production and exchange, and the social organia- 
tion necossaruy following from it, form the basis upon which is 
built up, and from which alone can explained, the political 
and intellectual history of tliat epoch; that consequently the 
whole history of mankind . . . has been a history of da« 
struggles.'* 

* SocMism, Uiopim md SeknUfic, p. 45. 
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istic conception of history, which were at one time put 
forward, need not detain us. It is sufficient that in its 
original form the doctrine was untenable, and was not 
indeed maintained by Engels without devastating modi- 
fications. That history, to be comprehensible, must take 
account of the kitchen larder, is a truth which few would 
deny; but equally, there is a great deal more in history 
than the economic factor. Man does not wholly or 
exclusively crawl on his belly; there are all manner of 
enthusiasms, loyalties, inspirations spurring men to action, 
which are nevertheless entirely uneconomic but which may 
yet react on economic conditions. Above all, the action 
of mind on mind which, with its remoter consequences, is 
one of the greatest of all influences in the world, eludes 
economic explanation. Assuming that it may be possible 
to explain how Dante, Mahomet, Calvin, Marx, Mr. Lloyd 
George and Mr. George Robey could only have occurred 
when they did in fact occur, there remains the much more 
difficult question of explaining how or why they occurred 
at all. It is even more difficult to explain how the great 
man finds his '' sounding-board,"' which may carry his 
influence erratically to different parts of the world; for 
Calvin might not have found his Knox; Marx might have 
had no Lenin. Ip interpreting history it is well to be 
humble and perhaps even agnostic, realising that the 
history of man is moulded by many factors, of which the 
economic is merely one, and that perhaps not necessarily 
the most important. 

The clas^ struggle is likewise merely an unjustifiable 
generalization of a very partial truth. In the true 
Marxian statement, the existence of the class struggle is 
linked to the materialistic conception of history by a 
** consequently (as in Engels). But it is surely the most 
inconsequent consequence. The economic factor (and it 
is not to be underrated) may manifest itself otherwise than 


3o8 development OF ECONOMIC DOCTRINE^ 

in the class struggle. Moi cover, one coiik! only postulate 
the ubiquitous existt*nce of tlu‘ Cuhs stiiiggle if iiieu were 
everywhere, predominantly if not exclusively, moved by 
econoiiiic motives, and were inoutivcT cfuiscioiis where 
thc‘ir economic inteiests lay. In mou* orthodox and 
hackneyed phrase, they should be im^vt^d by iuilightened 
self-interest. But, on the contiary, men aie moved by all 
sorts of ideas-- pat notihin, lelagion, fanaticism and love of 
liberty— which may conflict with their interest, or the 
interest of their ** class/' whatever a class may be. But 
indeed, w?aiving the wider point, the whole idea of a class 
struggle is peihaps a peiiim prinapu. The dividing lines 
in society aie many, but men do not feel themselvi'S to be 
a group or a class until they have acted as a gioup or a 
class. The consciousness of solidaiity is not the* cause of 
common action, but is rather the consc*qiience of such 
common action. Wlumcver men act together with any 
measure of continuity, then there will emerge a feeling of 
solidarity, which will continue so long as in fact they act 
together. Nor need the bond connecting them be economic 
in character. But the idea of an inevitable, universal, 
all-embracing solidaiity of the working classes is the merest 
delusion. There may be conflict of interests between 
different grades in the same industry; between different 
industries in the same counti'y; between the workers in 
different countries. 

The fundamental error in the Marxian statement of the 
class struggle has two aspects. Firstly, Marx visualized 
the proletariat as an idealized w^orker, and he was there- 
fore able to invest the proletariat with a unity which it 
does not in fact pos.sess. Secondly, he regarded this 
unified ** proletariat as being endowed with the peculiar 
properties of the ‘'economic man/' It is curious once 
again to observe how, when that anmniic ghost the 
'' economic man '' was falling into disrepute, Marx seized 
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on the remnants of the classical school, and produced not 
one, but a whole race of economic men. The final 
trumpet-call of the Communist Manifesto provides a 
curious commentary on all this interpretation of history. 
For there should be no need to summon, with the aid of 
the largest capitals, the workers of all lands to unite, unless 
in fact they had been previously disunited. But if previ- 
ously disunited, one is tempted to inquire whether their 
disunion had by any chance been caused by conflicting 
interests, or to ideal causes such as patriotism and religion. 

Turning to the economic kernel, we are confronted with 
the Marxian theory of value, which makes value merely 
the expression of the amount of labour embodied in a 
commodity. Up to a certain point this is merely a trans- 
plantation from Ricardo; but whereas Ricardo allowed for 
modifications, and was obviously increasingly beset with 
doubts, Llarx pushed to its rigid and universal extreme 
the doctrine that all value springs from, and is, labour — 
impelled thereto, doubtless, by the necessity of^ proving 
the central doctrine of exploitation. Further, whereas 
Ricardo did not really attempt to prove the proposition, 
Marx, more courageous, essayed to give a rigorous and 
exact demonstration; and indeed on this demonstration 
rests the whole vast superincumbent weight of the three 
volumes of Capital. 

The demonstration, such as it is, meets the reader in the 
first section of the first chapter of Capital, and it may have 
proved a contributory cause in deterring many readers 
from faring further. Briefly — very briefly — ^the argument 
is that wealth is an immense accumulation of commodities, 
a commodity being a thing that satisfies human wants. 
Every useful thing is an assemblage of many properties, 
and may therefore be of use in various ways. If a thing 
has utility, it is a use-value; but commodities are also 
the depositories of exchange-value. Approach now the 
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quistiori of exchange- value, which at lii.st appeals as a 
quantitative i(‘ktion* If a number of tilings blacking, 
y silk, /. goId---exdiange im earli c^htu, thui each as an 
exchange value* must be leplactabh' by any cif the others, 

If wv take, then, an eqiraticm lepiesenfing equality of 
exchange {e.g., t <|uailt‘i: com -.x cwt. iion), then we may 
infer that in x qnaitei of com and in x cwt. iron there 
exists in equal qmintities somc'tliing wlhrh k common to 
both; and to this third thing, which is neither of them, 
both must be reclucibkn 

What, then, is this mysterious property which lies * 
conceale<l in equal quantities in a shilling ks worth of fresh 
butter and a shilling's woith of timtacks? Firstly and 
obviously, it is not tht* gc'ometrical or chemical or physical 
properties. These only engage our attention so far as they 
affect the utilities of the commodities, Nor has the 
undetected common property anything to do with the 
utilities of the things. As Marx somewhat pedantically 
expresses it, the exchange of commodities is evidently 
an act charachTixed by a total abstraction from use- 
value/* It is indeed just because things have different 
use-values that they are exchanged, and it is certainly 
true that a wise man will not confuse the uses of butter 
and tin-tacks. Then, says Marx, taking a mighty leap, 
the commodities represented in our equation have only 
one common property left, that of being products of 
labour/* If things are of equal exchange-value, this 
merely means that each contains, congealed in it, the same 
amount of human labour.^ 

Such, leaving aside a good deal of imnecessaiy mysti- 
fication, is the essence of Marx*s proof of the labour theory 
of value. Certain points at once strike even the most 
befogged reader. In the first place, Mane assumes that 

* CaptM, VoL I, chap. 1, im. 1, pp. 4i:«44. (Edition published 
bv Kerr, Chicago, but the pagintdon is not uniform In all 
editions.) 
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everything that has value is the product of human labour; 
at the crucial point of the argument, it is found that this 
is the only quality common to two things of equal 
exchange-value. “ Virgin soil, natural meadows,” Marx 
allows to have use- value, but not value. ^ This, however, 
is too obviously to shut one’s eyes to half the problem. 
Whether we like it or not, things which are not the product 
of human labour ma.y, and do in fact have, exchange- 
value; but all such things are inferentially excluded before 
Marx begins his winnowing process in search of the 
meaning and cause of value. In Bohm-Bawerk’s famous 
phrase, he acts like one who, urgently desiring to bring a 
white ball out of the urn, takes care to secure this result 
by putting in white balls only. 

The second noticeable peculiarity of the Marxian 
demonstration is that it rests on the perfectly legitimate, 
but highly dangerous, method of exclusion. There is no 
direct proof that value expresses the amount of labour 
congealed in a commodity; this conclusion, at best, merely 
emerges from the purported exclusion of every other 
^ possible solution. But a generation familiar with detective 
literature should know that this is the kind of proof on 
which a well-advised jury will convict, only with the 
utmost hesitation. You dare not hang the heroine merely 
because everyone else supposed to have been on the 
premises on the fatal night can show a clean pair of hands. 
You never can tell. A closer inspection might have 
revealed the butler behind the curtain or the pantry-boy 
under the sofa. In the present case, Marx turned a blind 
eye to a whole regiment of pantry-boys who, so far from 
being concealed, were sitting ostentatiously in the most 
conspicuous chairs.^ In particular, there is the important 
element of scarcity In relation to human desire, the fact 
that things may have value in proportion to the desires of 

* Ihxd.. Vol. I, p. 47. 
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men to posbcss them. Otheiwise expressed, Maix% here as 
elsewhere, neglects the whoI«‘ side of human (lemand. He 
appumches value solely fioin the sich' ot supply. His 
deinonstiation is fallacious Ixhmusc, resting on exhaustion, 
it obviously does not c^xhanst. 

Thiidly, Marx's attempt at the outset to side-track the 
elenumt of utility is again iillle more than mystification. 
It may be true that the use-value of tiLifkirig is different 
from that of silk, and that exchange only takes place 
because these articles serve different purposes. But the 
fact that each of these commodities has utility is assuredly 
not ignore<i in the process of exchange. Nor indeed does 
Marx for any length of time maintain the contrary. The 
idea of utility is an inconvenient thing to have about the 
premises while he is establishing his main proposition; so 
he incontinently bundles it out at the front door. But when 
his labour theory of value has been proved, he gently 
opens the back door for its readmission. ** Lastly/^ he 
says at the end of the section, '' nothing can have value 
without being an object of utility/ Here, then, after 
llie fair is over, is one overlooked factor common to thin^ 
which have value. 

The objection that identical commodities may represent 
different amounts of labour Marx meets, quite legitimately, 
by the contention that it is not the labour of this or that 
worker (which may vary according to his resources and 
his industry) which determines value. What is decisive 
is the labour time socially necessary to produce an article, 
and this implies the normal conditions of production at the 
time, as also the average degree of skill and intensity of 
labour.^ If articles continue to be produced by antiquated 
methods, the amount of labour so involved will not deter- 
mine value, since in this case an amount of labour greater 
than is socially necessary will have been expended. More 
^ Bid., Vol. I, p. 48. * llrifi . Veil I, p. 



KARL MARX 


313 

open to objection are the further refinements necessary to 
make the theory fit the facts. It has been shown that 
utility was grudgingly admitted to be essential to value; if 
the thing turns out to be useless, so also was the labour 
involved.^ As Marx imperturbably puts it, '' the labour 
does not count as labour "—though there might be 
difficulty in persuading the worker to accept on pay-day 
the consequences of this point of view. So also a glut 
proves the expenditure of more time than was socially 
necessaiy; generally speaking, labour spent on anything 
" counts effectively only in so far as it is spent in a form 
that is useful for others. Somewhat similar is Marx’s 
treatment of the difference between skilled and unskilled 
labour, and between labour of different qualities. For 
Marx all labour is reducible to what he calls " human 
labour in the abstract," or " simple average labour " — a 
curious fiction which implies that there is labour which is 
neither the labour of the tailor, nor the weaver, nor of any 
other specific worker. But if, as is admittedly the case, 
there are different qualities of labour, how are they to 
be expressed in terms of that underlying jelly to which 
labour is ultimately reducible? Marx’s explanation is 
illuminating : 

" Skilled labour counts only as simple labour intensified, 
or rather, as multiplied simple labour, a given quantity 
of skilled being considered equal to a greater quantity of 
simple labour. Experience shows that this reduction is 
constantly being made. . . . The different proportions in 
which different sorts of labour are reduced to unskilled 
labour as their standard, are established by a social 
process that goes on behind the backs of the producers, 
and, consequently, appear to be fixed by custom."^ 

This, clearly, is to argue in the most vicious of circles; 

1 Ibid,, VoL I, p. 48. ® Ibid,, Vol. I, pp, 51-52, 

^Ibid„ Vol, I, pp. 97-9B. 
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for this mysterious social process that goes on behind the 
backs of the piodiiceis is nothing else than the rude deter- 
mination of the market-place. The world’s coarse thumb 
aiKl finger determine that the pioducts of A and B shall 
exchange in the ratio ot 5:4, and Marx thereupon says 
that B's labour " counts” as i| times as much as that 
of A, When the ratio as so determined in (he market 
changes to 10:9, there will be a consequent change in the 
ratio in which thi- labour of the workers is ” counted." 
But a theory designed to explain what takes place in the 
market cannot appeal to (he market to provirie a varying 
formula which, when applied to the theory*, will make the 
theory tally with the facts. But this is what Marx does 
throughout. laibour determines value; but to the extent 
to which it i.s misapplied or applied in excess, it ” does 
not count as labour,” or requires to be graded down, 'i 
Different kinds of labour arc to be regarded as simple 
labour multiplied : if you would know to what extent any 
kind of labour must be multiplied in order to yield the 
right answer, all that is necessary* is to look at the right 
answer as supplied by the market, and <lednce therefrom 
the necessary multiplicator. Thus by ignoring labour 
where necessary, by grading it up or down as the situation 
requires, it ought to be possible to secure that the facts 
and the theory are happily mated. 

The analysis of surplus value is enveloped in a consider- 
able mass of metaphysical subtlety; but the essence of the 
idea is not obscure. The problem, putting it popularly, is 
to ascertain wherein lies the secret source of the increase 
of capital. Marx makes much play with the two formulae 
representing the circulation of commodities, C-M-C (where 
a commodity is exchanged for money, and subsequently 
reconverted into a commodity), and the alternative circuit, 
M-C-M (in which money purchases a commodity which is 
again transmuted into money), or since the capitalist is 
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marked by a boundless greed after riches, the formula 
should more properly be (where M^=:M + 8M). 

The wise reader will waive aside the three points in which 
the formulas are similar and the nine in which they are 
dissimilar. In the first formula (C-M-C) there can be no 
increase, because equivalents are exchanged for equiva- 
lents; in a sentence which sums up the perverseness of 
the Marxian theory of value, at least as expounded in 
Volume I, the value of a commodity is expressed in 
its price before it goes into circulation, and is therefore a 
precedent condition of circulation, not its result.”^ Nor 
can a surplus emerge from circulation of commodities 
merely by selling them above their value; for in that case 
what one gains another loses. After further refinements, 
Marx concludes that the source of increase of wealth must 
be sought in the first portion of M-C-M, though not in the 
value of the commodity bought, which is indeed paid for 
at its full value. ^ The source must lie in its use-value. 
There must be somewhere in the market a mysterious 
commodity whose use-value possesses the peculiar 
property of being a source of value, whose actual 
consumption, therefore, is itself an embodiment of labour 
and, consequently, a creation of value. This mysterious 
commodity is labour-power, which, as he elsewhere 
expresses it, is a source not only of value, but of more 
value than it has itself. 

Divested of its wrappings, the doctrine of surplus value 
becomes clear. Labour-power, like everything else, has 
its value; it is (we are back at the unrefined Ricardo) 
value o f th^ means of subsistenc e necessary Jor the 
.ofjKeJa^u^E^ BuFwhen put to use, 
labour-power will produce more than this. If five hours' 
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labour aie sufficient to produce what is lequiu'd for the 
maintenance of the labourer, and d the worker, having 
sold his labour-power for the day, is reijuired to work ten 
hours, these live additional boms, lepiesentiug surplus 
laboiu, will yield siii-jdus value. The Marxian doctrine 
on this point may be summed up in tlu* two contentions, 
firstly, that all value springs from labour; but, secondly, 
that labour in return receives merely the means of 
subsistence. The difference is the exploitation effected by 
capital. 

'’That all value comes from labour is further accentuated 
by a point on which Marx lays much emphasis, and 
which ultimately leads to the under miiring of the Marxian 
edifice. This is the inrportanl distinction between corrstant 
capital and variable capital.'* By constant capital is 
meant the means of production, the instruments of labour, 
etc. — loosely, we may say machinery. By variable capital 
is meant that part of capital represented by labour-power 
— in effect, wages. Capital may therefore be of different 
organic composition (high or low) according as the ratio 
of constant to variable capital changes. Now it is of the 
essence of the Marxian theory that the whole of the surplus 
value comes from the variable capital. Whatever be the 
longevity of a machine, its total value will be gradually 
transferred to the product during the years of its working 
period.® " In the value of the product, there is a 
reappearance of the value of the means of production,”® 
but no more. Even more tersely, '' mac hinery, like 
everyu Dther co mpoaentjgf constant capital. ctmSS no new 
v alue, b ut yields up its own value to the product that it 
serves to beget.”* The consequences of this doctrine, that 
all surplus value (i.e., all profits) springs from variable 

* Ibid , Vnl. I, chap. 8, wjiecially pp. 232-2,13. 

* Ibid., Vol. I, pp. 228-227. 

» Ihui., Vol. I, p. 231. 

* Ib%d., Vol. I. p. 423. 
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capital, and from variable capital alone, will call for 
consideration later. . 

Such, then, is su^lus value, but inasmuch as “ capital 
has one single life impulse, the tendency to create value 
, and surplus value,' the capitalist machine, once it has 

begun to grind, will strive to make the surplus value a f 

maximum. The obvious method is to extend the hours f 

of labour. 

A B' B C C‘ i 

! ! ! ! I 

If AB is the " necessary labour time,” then a prolongation | 

of the working hours from AC to AC^ will increase 

the surplus value; so likewise will a curtailment of the 

necessary labour time from AB to AB‘. To this latter 

is to be ascribed the immanent tendency in capital “ to 

heighten the productiveness of labour, in order to cheapen 

commodities, and by such cheapening to cheapen the i 

labourer himself.”^ Surplus value will also be increased 

by ” nibbling at meal-times,” by day and night work, by 

the relay system, by roping in the labour of women and | 

children. All these represent the " vampire thirst for the • 

living blood of labour.”® . 

1 Ibid., Vol. I, p. 257. 

3 Ibid., Vol. I, p, 351 * 

® Ibid., Vol. I, p. 282. It is perhaps worth while to quote one 
of the purple passages with which Marx studs his volume: '' But 
in its blind unrestrainable passion, its were-wolf hunger for surplus 
labour, capital oversteps not only the moral, but even the merely 
physical maximum bounds of the working day. It usurps the 
time for growth, development, and healthy maintenance of the 
body. It steals the time required for the consumption of fresh 
air and sunlight. It higgles over a meal-time, incorporating it 
where possible with the process of production itself, so that food 
is given to the labourer as to a mere means of production, as 
coal is supplied to the boiler, grease and oil to the machinery. 

It reduces the sound sleep needed for the restoration, reparation, 
refreshment of the bodily powers to just so many hours of torpor 
as the revival of an organism, absolutely exhausted, renders 
^ essential. It is not the normal maintenance of the labour-power 
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The detects ot the foregoing analysis aie sufficiently 
patent. It is common to otiseive that in the first 

place, entirely omits the »>Ieinent ot time, and that his 
doctrines theieforc imply the illegitimacy of interest. His 
discussion of interest, when it comes (Volume III), is 
wholly inadequate; in the place where a disinssion would 
be in point, he tells ns that “ irrterest is a mere fragment 
of surplus value.”' For Marx, money is still barren, and 
his objection to the public rlebt is that ” it imdows barren 
money with the power of breeding, and thus turns it into 
capital.”" So also the importance of directive and 
managerial funetiorrs is almost immetrtioned.'* Yrd it is a 
well-ktrown fact that of two bustnes.ses, with apparently 
similar advantages, one may prosper and the other may 
head determini'dly for the bankruptcy corrrt, even though 
the labour-power exerted in the two cases may be 
identical. But apart from these difficulties, the Marxian 
explanation suffers from two inner inherent contradictions 
(or two aspects of the same contradiction) from which 
it never escaped, and on which it finally made shipwreck 

which is to determinf* tho hinits of the working day; it Is the 
greatest |)OSHtble daily expenditure of labo«r-{>c>wer, no matter 
how diMMsed, compuK<mv, and painful it may he, which is to 
determine the limits of th<* labourers* period of rc^pose, Capital 
cares nothing for the length of life of lalniur* power. All that 
concerns it is simply and solely the maximum of labour-power 
that can be rendered fluent in a working day. It attains this 
end by shortening the extent of the laboim*r*g life* as a greiiy 
farmer snatches increaHe<l prcxiitce from the »il by robbing it of 
its fertility (VoL I* pp. 291-292), 

^ Ibtd.t VoL i, p. 644. 

VoL I* p. B27, 

® Ikissibly the only reference i« in ilie chapter m <!o-0|>eradon» 
where it is argued that wage-Iabourett caiiinoi co-operate unl« 
they are employed simultam»oiiHly by the capitalist* tad 
therefore, ** that a capitalist should eointtmnd on the Wd of 
production, is now m imlispensable as Hint & general ihould 
command on the field of battle ** (VoL I, pp, Sbt-363}, 'TtM 
ays nothing, and what Is mid mtkir »unds as if Marxes tongue 
were in his cheek, 
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in the third volume. In the first place, if all profit springs 
from variable capital and none from machinery, then it 
is the height of folly ever to introduce machinery, and it 
is a poor explanation to suggest that the capitalist does 
not know what he is doing. Marx realizes the difficulties 
of this '‘contradiction which is immanent in the J 

application of machinery, but his observations leave it 1 

barking for solution in the minds of all readers. On the ! 

Marxian theory, with every progress of capital to a higher 
proportion of constant capital, there will be a diminution 
of profits, since profits come solely from labour, which ^ 

admittedly represents a continually smaller proportion of 
total capital. With every step forward which the capitalist ji 

makes, he thus more deeply cuts his own throat. Surplus I 

value calls for, and can only arise from, the existence of I 

vast masses of workers; the Marxian analysis shows an 
increasing army of unemployed, displaced by machinery 
which can yield no profit. ' 

The other flaw is a variant of this, and is in a sense | 

even more fatal. If profit springs onty from the labour 
employed, and in no wise from the constant capital, then 
the rate of profit in different industries will vary according 
as the proportion of variable capital is high or low. ^ 

When there is much variable capital (i.e., in more primi- 
tive and undeveloped industries) the rate of profit will be 
high; in industries which have had extensive resort to 
machinery, the rate of profit will be low. Marx admitted 
with praiseworthy frankness that the observed facts were 
in glaring contradiction with the law so ascertained : 

“ This law clearly contradicts all experience based on 
appearance. Everyone knows that a cotton spinner, 
who, reckoning the percentage on the whole of his applied 
capital, employs much constant and little variable capital, 

1 Ibtd., Voh I, p. 445‘ 
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does not, on account oi this, pocket less pioiit or surplus 
value than a baker, who lelatively sets in motion much 
variable and little constant capital. Foi th<> solution of 
this appamit (onti.idirtbn, many intennediate terms are 
as yet wanted, ns iiom tlu- standpoint ot elementary 
algebia many intennediate teims me wanted to understand 
that 0/0 may lepiesent an actual maf'iiitude.'’* 

The subsequent history of this commdrum furnishes one 
of the few comedies of eronoinie literattire. The promised 
solution did not appear in Volume 11, but references 
to it fifture laiftely m the preface wiitten by Kneels, above 
all in the form of a challenge addiessed to the followers 
of RodbtTtus. For if, as was claimed, Marx had plagiar- 
ixed Rodbcrtus, now (and that right early, before the 
publication of Volume III) was the time for those who had 
championed Rodbertus to vindicate his claims by produc- 
ing the correct solution of the riddle. The odd thing is 
that many socialists and economists did in fact respond, 
and took part in th<' competition to the extent of specula- 
ting as to what the Marxian solution was to be. But 
indeed it ought to have been clear a priori that there 
could be no solution, since irreconeilables cannot be 
reconciled, nor can harmony be established between two 
contradictory pi ©positions — unless by the simple expedient 
of dropping one of them overboard. Contemplating tiie 
“ Russian campaign of disaster ” organized by Engels, 
Loria, an enthusiastic admirer of Marx, even suggests that 
the procrastinations of Marx in getting on with Volumes 11 
and ni were due to a realization of the impending ruina- 
tion of his life’s work: '* Is there any reason for surprise 
at Marx’s hesitation to publish this so-called defence; need 
we wonder that his hand trembled, that his spirit quailed, 
before the inexorable act of destruction? 


» Ibid., Vol. I, p. 335 - 


’ Mar*, p. 78. 
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The solution offered to the undiscerning in the third 
volume in explanation of the existence of a uniform rate 
of profit is embedded in a good deal of arithmetical 
illustration* Briefly, it amounts to this. Employers are 
not to be viewed in isolation. A group of enteiprises, 
with different proportions of variable and constant capital, 
should be replaced by an imaginary enterprise, comprising 
the total of all the capitals of the members of the group. 
As this process of averaging cannot be limited, it means 
that all employers are to be regarded as one group, in 
which the surplus value gained by all is distributed 
among all. The possibility of a uniform rate of profit 
thus emerges; but it is on condition that some things sell 
above and some below their value. ^ This uniform rate of 
profit is arrived at by competition, and capital everywhere 
looks for the average profit. Thus, there emerges a 
difference between value and price; and henceforth it will 
only be on rare occasions, indeed only by accident, that 
the surplus value really produced in any given branch of 
industry will correspond to the profit contained in the 
selling price of the commodity — ^the accidental case arising 
where the composition of the capital (as between constant 
and variable) is exactly the average of the sum total of all 
capitals.^ Elsewhere the products of industries, with a 
proportion of constant capital above the average, will sell 
at a price above their value, while in the contrary case 
they will sell below their value. Thus the desired uniform 
rate of profit is established, but at the cost of sacrificing 
the whole of the first volume of Capital; for the inspired 
doctrine of the first volume, that things exchange in 
accordance with the congealed labour they contain, is 
ignominiously tossed overboard. This is the " solemn 
mystification '' of which Loria speaks. In fact, Marx has 
replaced Volume I by a mere cost-of>production theory 

1 Capitah VoL III, p, 186. = Ibid,, Vol. Ill, p. 198. 

L 
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such as a vulgar t'cmumiist like Adam Smith, might 
have evolved in his most vulgar and leait enligL.ened 
moments. Things exchatige acrouhng to th«r cost of 
production (which includes a nmnial rate of profit).' 

It is tiue that they still haw a " value ” which differs 
in general horn the pnee, hut in a " value” which is 
an absliact metaphysical conception, and which is uni- 
formly ignored in the niaiket-place, few of us have any 
lively intere.st. 

The remaining paifs of Marx-- lelating to the Industrial 
Reserve Army and the Law of the Concentration oL' 
Capital — arc perhaps in the field of vaticination rather 
than of economic analysis, and may therefore be dealt 
with more summarily. The existence of the Industrial 
Reserve Army is, above all, due to the progressive use 
of machinery; and all that Marx says on this subject is 
in a sense vitiated by the flaw which he openly admits, 
that as no profit can arise from machinery, the progresave 
introduction of machinery must lead to a curtailment of 
surplus value. Accepting, however, the were-wolf greed 
of capital for surplus value, it is clear that surplus value 
may be inaeased either by increasing the amount of * 
latour exacted, or by diminishing the number of hours 
during which the worker must labour to provide his 
necessary maintenance® (the distinction between absolute 
and relative surplus value). Herein, as has been noted, 
lies the interest of capital in increasing the productivity 
of labour; it makes the worker cheaper. Hence also the 
significance of division of labour, which calls for produc- 
tion on a considerable scale, and therefore requires that 
the minimum amount of capital should be constantly ^ 

* '* That price of any commodity, which is equal to its cost ' 
price plus that share of average profit on the tote! capital i 
invested ... in Its production ... is called its price ctf , 
production ” (Vol. HI, p. 186). I 

Vol. I, p. 351: 
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increasing A But once introduced, machinery clamours 
to be increasingly used. It is to the interest of the 
employer that the machinery be used as long each day 
as j^ssible;^ apart from prolongation of hours, there is 
a similar impulse to intensification by increasing the 
speed of the machinery and by requiring the worker to 
tend more machines. But all this means the displacement 
of the worker: “ the workman becomes unsaleable, like 
paper money thrown out of currency by legal enact- 
ment.”* 

Putting the point in technical Marxian phraseology, the 
advance of accumulation connotes an increasing propor- 
tion of constant to variable capital; in other words, the 
demand for labour must fall progressively.* There is 
thus a relative surplus population produced, which forms 
a " disposable Industrial Reserve Army,” which still 
belongs to capital, and which is retained to provide “ the 
possibility of throwing great masses of men suddenly on 
the decisive points without injury to the scale of produc- 
tion in other spheres.”* The Industrial Reserve Army 
plays a quite peculiar part in Marxian theory. Its 
expansion and contraction is implicit in the explanation 
of "crises”; the general movements of wages are 
explained by what happens to the Industrial Reserve 
Army. In periods of stagnation it weighs down the 
active labour army, while in times of activity it keeps 
its pretensions in check.® 

To complete the picture, it is necessary to bear in 
mind what is happening at the other end, in the Law of 
Capitalist Accumulation. “ One capitalist always kills 
many.”’' Marx here has implicit faith in the big 

^ Ihid., Vol. I, p. 395. ‘Ibid., Vol. I, p. 694. 

‘Ibid., Vol. I, p. 441. ‘Ibid , Vol. I, pp. 699-701. 

‘ Ibid., Vol. I, p. 470. Ibid., Vol. I, p. 836. 

* Ibid., Vol. I, p. 690. 
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battalions. The battle oi competition is fought by cheap- 
ness, but cheapness depends on productiveness, and 
pioductiveness on the .stale of pioduction. "Therefore 
the larger capitals beat the smaller. . , . Competition 
. . . aIway.H ends in the luiu ot many small eapitalists, 
whose capitals paitly pass into the hands of their con,' 
querors. pattly vanish ’’ ’ Such, then, is the diagnosis of the 
natural trend of events. At one end, the larger capitalists 
devour each other like monstrous pike in a pond, growing 
ever laiger in si/e, ever fewer in niimhei : at the other 
end there is a vast Industrial Reserve Anny of uneia- 
ployed and intermittently employed sunk in increMmg 
misery— at one poh- aceumuktion of wealth; at the other, 
accumulation of misery, agony of toil, slavery, ignorance, 
brutality, mental degradation. So increasingly, until the 
final catastrophe, which can be fittingly presented only 
in the words of Marx himself: 

" Along with the constantly diminishing number of lie 
magnates of capital, who ' usurp and monopolize aU 
advantages of this pioceKS of transformation, grows 
the mas.s of misery, oppression, slavery, degradation, 
exploitation; but with this too glows the revolt of the 
working-class, a class always increasing in numbers, and 
disciplined, united, organized by the very mechanism of 
the process of capitalist production itself. The monopoty 
of capital becomes a fetter upon the mode of produenou 
which has sprung up and flourished along with, and 
. under it. Centraliaation of the means of production and 
socialization of labour at last reach a point where 
become incompatible with their capitalist integument. 
The integument is burst a.sunder. The knell of capitalfet 
private property sounds. The expropriators are «s- 
propriated."® 

It is unnecessary to consider how far Marx in these' 

» tbM: Vol. I, pp. 686.687. » md., V0I. I, p. 837. 


I* 



KARL MARX 


325 

matters has proved a prophet of repute, (x by what 
glosses it may be possible to make him appear as such. i 

To the doctrine of the Industrial Reserve Army — ^in the ' ! 

sense in which Marx used the term — subsequent history 1 

has given no support; with regard to the increasing | 

degradation of the working classes, he is equally at sea, ] 

In extenuation, it should be borne in mind that all Marx's | 

ideas were formed before 1848, and that his subsequent ^ 

reading was very largely devoted to a study of the more 
repellent aspects of the Industrial Revolution in the 
halcyon days of unrestrained laissez-faire. The functions 
of trade unions, the possibly beneficent activity of the ' ^ 

State were outside the scope of Marx's vision. A better i 

case can be made in justification of the law of capitalistic j 

concentration. Concentration there certainly has been; i 

but it has been concentration of control, not of owner- 
ship, and the whole Marxian thesis demands concentra- 
tion of ownership as of the essence of the doctrine. So 
likewise, between the two extremes, the Marxian prophecy ^ 

has found no fulfilment. The population has not been ^ j 

thrust ruthlessly into two opposing camps; there is still an I 

intermediate grade which somehow contrives to pay its ^ | 

taxes and survive. ^ 

But quite apart from the minor question of the justice of 1 

the Marxian prophecy, the state of society visualized by 
Marx is in itself sufficiently curious to provoke wonder. A 
society consisting largely of an army of unemployed (and 
that in pre-insurance Act days), leavened by a few remain- 
ing capitalists relying increasingly on the use of machinery 
(which on the Marxian theory yields no profits), is in itself 
a bundle of glaring contradictions. For whom, under these 
conditions, are the dark satanic mills supposed to grind 
out goods? Obviously not the Industrial Reserve Army, 
whose home is the workhouse, and who have no purchas- 
ing power. As before, Marx entirely overlooks the side 
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ol demand. Pioduction cannot go on unless there is a '1 
market for the goo<k. and in rc.itling Marx and in J 
contompkting the populitton dnitiiig into the Industrial | 
Re.serw Army and Mink m ni< UMsmg misery, one | 
ini’\it,)bly wondet.s wheiv the m.iiki t is to l>e found. j 

Maix lenwins, and pinhahly .alw.iys will leniain, one of i 
the rirldles of the nineteenth ccuitmy. He set out to be ‘ 
" scientific," to produce what the revieweis would call a • 
cogent piece oi usasoning; and. iindonhti dly, the whole ' 
system is extraoidinarily closely knit together; the various 
points ate adiniiably dove tailed. Yet no system of ' 
thought has suffered Huch complete bankruptcy as the 
Marxian, Ilis philosophy of history was to all intents 
disowned by Engels; tin* fallacies of his eronotiuc doctrine 
have been so ruthles.sly and fretpiently exposed, that they 
scarcely any longer furnish even Mitisfactory examination 
questions; his prophecies haw perversely refused to be 
fulfilled. All this, moreover, is acknowledged even by 
those who honour him most. Take, foi instance, Mr. 
Beer, who says that Marx’s theory of value and surplus I 
value have rather the significance of a political and 
social slogan than of an economic truth or take Mir. 
Laski, who dismis.ses the theory of value as one that has ' 
not stood the test of criticism, as out of harmony with 
the facts, and as far from self-consistent.* Yet, despite ; 
this bankruptcy, Marx continues to live and to be a wtal 
force. Indeed, Marx is one of those writers in whose case 
refutation is a sinf^larly futile exercise. He is a legaid; ^ , 
he is, in the Sorelian sense, a promulgator of " myths" 
where truth is a seomdary consideration, so long as the 
myth embodira what one wishes to believe, and so long b 
as the belief has power to inspire action. This point of | 

• Beer, The lift and TaofMng of Korl Mm, p. ta«). ’ 

• Mr. Henniihaw*# SKresy of Sormlmm eontnins .m , 

iKWgay of socfaliiit atteraacMi on Marx in a similar mum, ; 
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view is admirably, if somewhat unblushingly, put by 
Mr. Beer, who, having dismissed the Marxian economics 
as a ''political slogan,'' adds that "such militant 
philosophies need not in themselves be true, only they 
must accord with the sentiments of the struggling mass 
and (a page later) the doctrines of Marx " will for long 
have the force of truth for the masses, and will continue 
to move them."^ This is somewhat too blatantly to 
reduce Marx to a sacred lie, whose falsity is known to the 
elect, but which serves its purpose so long as it misleads 
others. 

An entirely different line of defence is, however, 
possible. It consists in arguing that Marx has been 
completely misunderstood, that he was not, in fact, dis- 
cussing the market-places of the world and the employers 
and the employed who elbow each other there, but an 
abstract world of his own thought and his own creation. 

Here, for instance, is Croce : ^ 

" The capitalist society studied by Marx, is not this or 
that society, historically existing, in France or in England, 
nor the modern society of the most civilized nations, that 
of Western Europe and America. It is an ideal and 
formal society, deduced from certain h5rpotheses which 
could indeed never have occurred as actual facts in the 
course of history."® 

It is interesting to observe that Croce prefaces his remarks 
by saying that it does not appear that Marx himself 
always realized fully the peculiar character of his 
investigation. Whatever contortions may have resulted 
from the conflict between the first and third volumes, it 
is indeed abundantly evident that Marx would have been 
genuinely surprised had he been told that he was 
discussing a state of society which could never have 

* Beer, op* cit.t pp. 130-131. 

* Croce, Historical MatencUism, p. 50, 
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existed in the rourse of historj';* and it is also obvious 
that those with whom Marx has had most inlluence, have 
in fact shaied his failure to re<ili/.e the peculiar character 
of his investigations. 

Whatever may be thought of the lidtlle of Marx, it 
remains beyond question that he !i.ih been the dominaat 
force in the whole of the subse<iuent development of 
socialism. Whether that influence has been a benefidal 
one may peihaps be doubted, and thete aie at last 
some indications of a taidy realization of the fact that 
Marx, shifting the car of socialism on to the wrong lin^, 
has had a degrading etfect on the whole socialist move* 
ment. 

du Marxhme is the signiheant title of a 
recent French volume, and Mr. de Man’s thoughtful work* 
is a reasoned statement, from the socialist point of view, 
against tlie assumptions of Marxism. What Marx did 
for socialism may be seen by contrasting his spirit and 
that of his despi.sed predeccs.sors, and a socialist inedetment 
of Marx would probably concentrate on three pbmST 
In the first place, in putting forward a " scientific ” 
of socialism, he deliberately and ostentatiously eliminated 
the moral basis of socialism and the appeal to justice. 
Marx cared for none of these things; tfie copnag Rf 
socialism was to be scientifically demonstrated. Dut after 
the moral appeal had been thrown aside as maw]^ 
sentimentality, the scientific proof, which was to take its 
place, has collapsed. Socialism can only regain its moral i 
basis by being delivered from Marxism. The second main | 
criticism was urged long ago by Mazzini in a frequently 
quoted phrase: ^ Hatred,” he said of Marx, " outwrigta *i 

» I 

‘ So also a perusal of the little book by the Master of Balllol 
would probably have caused Marx to rttisa his eyebrows. Marx, 
of all men, would have objected to being explained away. ^ 

*Tmn8lated as Th« Psycholofty of Socialim. * 
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love in his heart/' The early socialists had been inspired 
by a large-hearted love; tjje gospel of Marx is a gospel 
of hatred and envy and malevolence, setting the class 
struggle in the centre of things, and appealing to all the 
ignobler passions. Consistently he looks downwards and 
not upwards. The third point of criticism is akin to this. 
It is that with Marx, socialism definitely becomes 
sectional. There is a grand catholicity about the early 
socialist visions; theirs was a paradise into which all 
might enter. But the Marxian heaven rests on a strict 
separation of the elect from those fore-ordained to damna- 
tion. Such has been the legacy of Marx to the socialist 
movement; he has shorn it of its idealism, and to the 
utmost of his influence made it sordid; he has infused into 
it a leaven of hatred and intolerance; he has deprived it 
of its universality. Sufficient reason indeed for the devout 
socialist to pray to be delivered from Marxism ! How far 
these baser elements were the reflection of Marx's warped 
and cankered personal character would furnish material 
for an interesting, but perhaps an irrelevant, study. 
Those who desire enlightenment may find instruction in 
the biography recently written by that enthusiastic 
Marxian, Mr. W. Riihle. 






CHAPTER Xn 


/' 

THE AUSTRIAN SCHOOL. IHE IHEOSy OF THE MARGIN ^ 

The prcH'nl ch.ipt(*r is designed to give some account of » 

the leading members of the Austnan school, which in ' 

popular acceptation has become identified with toe *' 
development of the '' margin ” as an economic tool with * 
far-reaching iamili<ations. The Austiians, however, are 
scaicely to be apprehended without some reference to their 
predecessors, and it may therefore be expedient in this 
case to make a slight departure from the procedure 
followed in previous chapters, in which, so far as might j 
be, all but the leaders have been jettisoned for toe 
purpose.s of elucidation. The Austrians represent toe 
culminating point of a well-defrned line of thought, and , 
although tiic word " Austrian ” has become consecrated, j 
it is further significant that, quite independently of toe ji 
work of the leading Austrians, the main tenets of toe 
Austrian point of view were expressed almost simultane- J 
ously by Jevons in England, and by the younger ^ 
in* Lausanne. The net must therefore be spread wider in • 
this chapter, though the mesh must still be sufficiently i; 
large to allow some quite considerable fish to escape. ' 

Putting it crudely, and subject to later refinemente j^ to e 
essentials of the Austrian school may be redu ced to. y 
card^bal points, f^lrstly, as against all cost-of-productiwi 
^Sries of value, neld that value essentially spring 

feom utilityi that it reflects the mind of a peraon who fln^, ;■ 
something useful; secondly, that this value is detemiine^l ' 
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at the margin/' that is to say, that, successive poi lions 
of a good having diminishing utility, the crucial use which 
determines value is the least important use to which the 
good, having regard to the amount available, can be put; 
and thirdly, that value is reflected back from things con- 
sumeS^to the agents which produce these commodities, 
that is to say, that value sanctions costs and is not caused 
by costs. 


Earlier Anticipations 

Before the appearance of the Austrian school, these 
essential points had frequently gained expression, though 
at times rather incidentally and without a full realization 
of their import. Reference has been made in Chapter X 
to some interesting passages from Say in this sense. 
When Archbishop Whately opined that pearls were not 
valuable because men dived for them, but rather that men 
dived for them because they were valuable, he was 
expressing, without its refinements, one aspect of the 
essence of Austrian doctrine. Of the very considerable 
number of early writers who might be, and have been, 
cited as foreshadowing, in one way or another, the 
Austrian school, the most interesting is perhaps Condillac 
(1714-1780), who in Le Commerce ei le Gouvernement, 
published in 1776, mpintained tjaat the value of thin^gs was 
‘'founded on their utility , or what cornea to the same 
thm|rw& need*we hgyem' them, or what again comes to 
the samelt^I the use we can make of them." Not only 
so,"^^t the value S^lhings, he held, mcreaps in rarity 
and dinnnjshej^ with abTOdanne> so that, with sufficient 
^bundan^", it may fall to the point of being nil. Thus, 
wifli Auguste Msai. laterfhe makes 
“ Ktret6 , 3 oiJytms " raret6 ” could be assessed : “ The 
grea^ or less jJegree^jpf _ value, utility .being the same, 
would Be Based" solfily “on the degree of, ‘ raret^/ if this 



■ 
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JfJ* ^ , , 

degree could be known with precibion." But since it 
caS, Acre enters an rlenieiil of human eslunation 
which, in times of deal th. 

shoitage. Thus the “ tiuc value u mams unknown and, 
Ssumfng constant utility, value is founded not so much 
nn th<> “ laiet^ ” or abundance of a commodity, as on the 

^ tom .rsaitoe il. ■■ ..i-R- ■■ or 
S to linos ComLllnn tomb.ate a wholly bubjadiw 
U,»w vote: il is only n,«ssary <•> “'>'5 >“ 

eiSally Amfian dictum that " “f 

valeur parcc qu’elle codle, comrae on le suppose, maiselle 

cofite. parce qu'ellf a une valeur. 

tLL to this country, an interestmK place amoiig the 
forerunners of the marginal theory JS o« upied by W. F, 

1 Sid fi7Q4-xBM), who. as Professor in the Umversity of 
ffid (1832-1837). was under obligation to publish one 
lecture a year. The lecture for 1833 on The Notion jif 
ValuS- is a remarkable anticipation of the g«neml hue 
of thought of the Austrians, and indeed the usual type 
of illustration relating to the housekeeping womes 0 
Rato erto is her. in 

the hungry man having one. two or three ounces^ of to^ 

2 hii inLand, Uoyd deduces the tenetal pmctple ttal 

« <» » ^ 


•' while he is scantily supplied 

ranrfSon of it in great esteem— m other woras, ne sets a 
Sat value on itfwhen his supply ^ tas ®te^ 

for a mea. quantity is lessened, or, m other words. % 

sets a less value on ft.” 


.Lteh, '"To'tton t'Srf- 

SK *it«t alone, hut of the whole ep«ue. « ** 


pi lii© 


IMdeted to «» fK”'? Su,. No- 


if 
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that object belongs/’ In the case of water, for instance, 
in what predicament should we find ourselves if we lost, 
not a particular pailful, but the whole element of water? 
But value represents a different kind of idea; it attaches 
to an object in possession, which cannot therefore be 
unlimited. In the case of the overturned pail of water, 
the value is at once determined for us, either by the 
inconvenience of leaving unsatisfied the particular want 
for which the consignment of water was designed, or by 
the trouble of going back to the well for more water. 
Here is clearly prefigured the idea of total utility, and the 
marginal utility (the determinant of value) arrived at 
by considering the inconvenience r-^sulting from the 
destruction of the last unit of a store. 

Auguste Walras 

About the same time France supplies an important 
anticipator of certain of the essential ideas of the 
rf\arginalists in Auguste^ V^fp-lras^ (1801-1866), who in 1831 
published a work entitled De la Nature de la Richesse et 
de I'Origine de la Valeur, It is a book which is marked 
in the crucial parts of the argument by a convincing 
clarity which is peculiarly French, and throughout by a 
tendency to repetitiveness which is peculiarly his own. 
Hi^ i ncu rsion into economics was, in the first place, a by- 
product of othen^studies. He was primarily interested in 
natural law and the theory of property, and turning to 
writers on economics for enlightenment on the meaning of 
wealth, he found himself, in the confusion of tongues, 
turned empty away. Wealth and property, he argued, 
have a common origin in the limitation of certain goods, 

la raret6 de certains objets utiles.” It is this limitation, 

^ Born at Montpellier, 1801; Professor of Rhetoric at Evreux, 
1831; Professor of Political Econom y at Paris, 

1835; later Professor His son, Leon 

Walras, perhaps a greater man, earned on his tradition. 
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or '• raret^,” that gives things value: it makes them 
capable of being appiopnati'd, and thus value is an idea 
prior to that <t! piopeity. Value is thus a fomplex idea, 
implying a mupaiison witli olhei things, ami ultimately 
thiir exchange; evthaiigc implies pu>(Mily, and pioperty 
implies limitation, foi if all iksiialile things were unlimited, 
theie would be no piopeity, just as theie would be no 
excliange. * 

VVahas pioceeds to analyse with great incisiveness 
cuuent views on the soiuce and oiigin of value. In the 
main he holds that tlu‘se fall into two schools, those who 
based it on utility, repicsented by hheneh writers, and 
those who, like the English economists, tended towards 
a labour or cost of-pioduction theory.® Taking the first 
of these explanations, if utility be the explanation, then, 
wherever there is utility, then* also should value exist. 
But sunshine and rain are standing prwifs to the contrary. 
They exist in such abundance that everyone can take 
" !\ son aisc et fi foison ” without anyone being thereby 
deprived. It is different with other things; there are 
some who po.s.sess them, and some who do not.® It is, .in 
short, a characteristic of all wealth, of all things i>osseffiing ^ 
value, that they should be limited, and this limita&a ’ 
establishes a natural disproportion between the sum toW 
of the» goods and the sum total Of needs which daim the 
possession of these goods.'* It is this that consHtntes 
" raret6 ” — a word not used in the popular sense which 
clings to " rarity,” but merely denoting an insufficient 
supply to meet all claimants. It is to this ” raretS ” alone 
thaiit value is due. Whatever has value owes its value 
entirely to this principle of limitation. Utility is not the 
cause, though it may be a necessarji condition.* Having 

> De la Natur* de ta Riehnut, pp, tS-tg, * Ibid,, p. 4X. 

»im.,p.xs. p. 44- 

« md., pp. 37-38. 


pi. ^ Id 
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regard to the principle of “rarete'' which underlies all 
value, Walras in an acute phrase suggests that one might 
be tempted to call Political Economy not so much the 
science of wealth as the science of poverty.^ 

Turning to the other explanation, the cost-of-production 
theories, Walras holds that the underlying assumption here 
is that all values are products, and that the value of any 
object represents the time and the labour lost in obtaining 
it, assuming-— as is sometimes done — ^that all the other 
productive services can be resolved into labour. But this 
does not carry the analysis far enough. '' The value of 
the products (on this view) represents the value of the 
productive services, and it is only because the productive 
services have a value that their product can have one. 
But we are concerned to know why the productive services 
have a value, and if the productive services are merely 
labour, why labour has a value — and this latter 
question is one which, according to Walras, Adam Smith 
never asked. 

That the value of labour comes from its " raret^ is a 
proposition hard to advance in an age that knows the 
problem of unemployment, which indeed was known 
likewise in the time of Walras. But with the utmost 
ingenuity he avoids the obvious pitfall, shifting the weight 
of the argument to the element of time : 

'' There is no work that can be accomplished but with 
time and on certain conditions. But time is not for any 
of us an unlimited good. . . . Our life is short and our 
days are numbered. Time is for each of us a precious 
thing because it is rare. And since labour can only be 
accomplished with time and on conditions more or less 
onerous, it follows that labour has a value/*® 

So with the other agents of production. Land^^aQi 
capital are alike limited, and therefore both have a value, 
p. 81. ^ Ibid., p. 166. \Ibid , p. 167. 
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Their sei vices coaunand a pi ice, and the price h obviously 
merely the natuial conswpiences oi their limitation or 
" raret^*.”* There is heie »in obvious kinship with 
Cassel's principle of wartity. So, Walias claims, the 
principle of demand and supply conseciates under another 
name the principle he has developed; for supply is merely 
the sum or quantity of the pioduct, while demand is the 
sum of needs which demand satisfaction; " raret^ ” is 
merely the relation which exists between the two. But 
even more fundamentally, that a thing may be demanded, 
it must be limited: that a thing may be supplied, it must 
be limited likewise. Only on the as.sumplion of " raret4 " 
do the operations of the market-place acquire a meaning. 

Walras has great merit in underlining one aspect of the 
problem of value, which later became an essential point 
in the Austrian structure. His weakness is equally 
obvious. He leaves the idea of " raret 4 '* somewhat 
vague, and makes no approach to correlating value with 
increasing degrees of *' laretd.” The furthest he gets is 
to define " raretd " as existing in a certain disproportion 
between goods and the need of these goods. How various 
• degrees of ” raretd ” would react on value, he leaves 
undiscussed. 

Go«sen 

It is now generally accepted that, apart from such 
incidental anticipations as are indicated above, the first 
reason^ly complete statement of marginalist doctrine -vm 

S ' I by Hermann Heinrich Qo^n® (1810-1858) in an 
ordinary work published in 1854.* The history of 
‘ Ibid., p. 177. 

*Bom iSio at Daren; in ttie Government sendee wlttiont 
conspicuous success: retired 1847, and devoted himself to writing 
his book. 

* Eniwichlmg dti' dts mtmchlichm Vtrkehrs twd 

dsf damm flmsmdm fUr m»nuhheh$s IIandd», 

Xtoferences are to the recent editkin pubijished by Prager, Berlin. 
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this book is one of the curiosities of economic literature. 
Entirely neglected on its publication, the unsold copies 
(which must have been virtually the whole stock) were 
called in by its disappointed author shortly before his 
death in 1858. Its life hung by a footnote in Kautz, 
which was sufficient, a generation later, to stimulate the 
interest of the economic bloodhounds and set them on its 
track. It has since then, of course, been reprinted, but 
it may be doubted whether the number of those who 
conscientiously read its two hundred and seventy-seven 
pages has thereby suffered any material increase. 

Gossen’s book is indeed one of those that are made not 
to be read. It is repellently mathematical, with whole 
pages given over to symbols or to lists of numbers; even 
worse, it is chaotic; worse still, one can hardly escape the 
impression that the author had a bee, or several bees, in 
his bonnet. The reviewers of 1854 ^tre hardly to be 
blamed if they left Gossen to languish in the list of 
“ Books received." 

Yet to us to-day, dipping into The Laws of Human 
Intercourse in the light ot all that has since then become 
commonly accepted doctrine, Gossen’s is a sufficiently 
remarkable book. His attitude is brazenly utilitarian; he 
out-h^nt|i^ms Bentham in his assertion that the object of 
evfjy map is to rai^e bis enjoyment of life to a maximum. 
But, Gossen hints, we cannot run bald-headed at oilr 
enjoyments. There are after-effects, and there are dis- 
appointments; a pleasure may generate later a feeling of 
the opposite kind. The fundamental principle, then, is that 
man should so direct his actions that the sum of his enjoy- 
ments in life should be a maximum; and this, moreover, 
is in accordance with the will of the Creator.^ 

"We are therefore acting in accordance with the divine 
command when we seek to find out the laws which 

^ Eniwtchlung der Gesetze des menschUchen Verkehrs, p. 3. 
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legulate our pledsmt'h. Enjoymrnth. m fact, are marked 
by two ch.'n.ittt'iistk's: hi.stly, Ific magnitude of an enjoy- 
ment diminishes ptogtessiveiy until satiety supcivenes; 
and secondly, there is a Minilar dimnuititm in repetitions 
of the vinie enjoyrm nt. Not only is the initial s,itisfaction 
lower, but its duiation rs also shorter , and. tnoieover, both 
kinds of diminution ate more marked, the more frequently 
the repetition occurs, (lossen cite.s the tisual illustrations: 
the fust bite tasti-s the best, the second less good, still Im 
the third. The secoml principle is illustrated by the poor 
man who finds much more pleasure in his Sunday roast 
than does the plutocrat who is so unfortunate as to have 
one every day in the week,’ 

From his analysis of enjoyments, (iossen elicits three * 
fundamental principles which illustrate his pl«‘asure-and- 
pain philosophy. Somcwliat abridged, the essence of 
these is as follows : 

1. In the case of each enjoyment there is a manner of 

enjoyment, chiefly dependent on the frequency of 
repetition, which will make the sum of enjoyments f 
maximum. If this maximum is attained, a more ** 
frequent or less frequent repetition will dimmish tiie^ 
total enjoyment. ' J 

2. When there is a choice between several enjoyments, p 

but insufficient time to enjoy all completely, maxi- J 
mum enjoyment requires that all should ^ partly h 
enjoyed, even before the greatest of these enjoyments ^ 
has been exhausted. At the moment of breaking off, # i 
the en|o3mi«nt which is being derived from each of » i 
the possible lines should be the same. * • < 

3. Thirdly, and rather oddly, the possibility of increasing 

the sum total of enjosraients is presented whenever a ^ 
enjoyment ^wever small in itself) is discovered, * 

* ibid., pp. 4*6. 
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or an existing enjoyment extended. Blessed indeed 
is he who invents a new pleasure.^ 

Gossen's theory of value is intimately interwoven with 
this principle of diminishing satisfaction. The prevalent 
confusion in economic doctrine, he holds, springs exclu- 
sively from different conceptions of value. Nothing has 
led to such unfortunate results as the fiction of an 
absolute value, whereas in fact there is nothing in the 
external world which possesses such an absolute value. ^ 
External things have value for us, he declares, according 
as they help us to attain the purposes of life; in more 
utilitarian language the magnitude of value is measured 
by the extent of the enjoyment or satisfaction which 
anything yields.^ On this he enunciates the essentially 
marginalist piinciple that the individual ‘'atoms'' (this 
is Gossen's word) of any consumption-good have highly 
different values. Moreover, for any man only a deter- 
minate number of these atoms has value, and beyond this 
point an increase is valueless; the point of valuelessness, 
however, is only reached after value, as represented by 
successive atoms, has gradually passed through the most 
diverse grades of magnitude. The first atom has the 
highest value; each additional increment has a smaller 
value until worthlessness supervenes.'*' 

Moreover, in his analysis of value, Gossen is led to a 
dassification of goods which is strongly ^ggestive of that 
advanced by Menger at a later date, and in his use of this ^ 
classification in connection with the problem of the deter- / 
mination of value, he is the angel of Wieser. He divides 
goods into three classes: firmly, consumption - goods 
(Genussmittel), and above tins goods of the second and 
of the third class. Goods of the second class are comple- 
mentaiy goods— the pipe and the tobacco, the oven and 

^ Ibtd., pp II, 12, tzi. ® Ibid., p 24. 

® Ibid., p. 46. * Ibtd., pp. 33- 
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the coal, the cait .ind th«‘ hojtic. The third class comprise 
prodiictive-ROods, whose purpose is to neate con.sumptioii- 
goods.’ The significant thing with regard to Gosm is 
that, in discussing the value of the goods of the second 
and third classes, he plots out, if he dors not lose hime^i f 
in, the held in which later Wieser was to disport himseE 
In the case of complcmentarj.* gocnls, value is to be 
asctibctl {Werth ztizuvhmben lAt) because they are of 
assistance in piepaiiiig the way tor a satisfaction, but 
what value should be so asrnhed is not easy to determine. 
The conrbined value' of the goods will be given by the 
satisfaction which in combination they yield; but beyond 
thus one cannot go with puTision, since they have value 
only when combined, and individually they " will have 
value only so far as there is an intention to supply the 
missing units.” 55o, in the aise of goods of the third 
the estimate is "mediate” {eine mMclbars)-, value (aji 
only be ascribed to these in so far as they are of assistp ^ee 
in producing a consumption-good, and they are worth 
exactly as much as is represented by the assistance they 
lend in producing these. Here — except that Cossen uses 
the word " nischieiben ” whereas Wieser uses " zureA- 
nen ” — is the core of Wieser's productive contribution. 

In two otlier respects Gossen‘s anticipations of the futwe 
deserve at least to be recorded. His lengthy and rattier 
peculiar definition of " work ” need not concern us 
unduly, except to the extent that it is based on the id«i 
of "work” as a "disutility ” which is to be balanced 
against the utility resulting from it. It follovts, therefore, 
that work should be continued until a negative balance 
emerges from the proce?®. Work, he tells us, is something 
undertaken to produce a satisfaction, that is, to create 
something of value, and it follows that we are in a positiou 
to inarease the sum total of the enjoyments of life by work, 
> Ibid,, pp. a 4 , as, a6. 
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so long as the satisfaction created by the work is to be 
estimated as higher than the inconvenience caused by the 
work.^ 

So also, in his study of the question of exchange and 
the limits to which exchange should profitably be carried, 
he uses the machinery of marginalism and the conception 
of equi-marginal value. For any given person, exchange 
will continue to be advantageous until the last atoms of 
the objects under consideration have for him equal value. ^ 
In the light of these illustrations, it is not too much to say 
that in Gossen's long-neglected work there may be found 
all the essential ideas and much of the technique of the 
Austrian school. 


Jevons 

The importance of William Stanley Jevons^ (1835-1882) 
lies in the fact that simultaneously with, and independ- 
ently of, the Austrian school, he elaborated ideas funda- 
mentally identical with theirs, and can thus claim to be 
one of the originators of the marginal school.^ Jevons's 
Theory of Political Economy (published m 1871, the same 
year as Monger's Grundsatze) is inspired throughout by a 

fear of the too great influence of authoritative writers on 
Political Economy," and there is in him not a little of 
conscious revolt against great names. So far as concerns 
method, he is an uncompromising advocate of the mathe- 
matical character of economics. Economy, if it be a 
science at all, must be a mathematical science."^ It is 

^ Ibtd , p. 38. 

® Ibtd,, p. 84. 

® Bom at Liverpool in 1835. ^ 

Australia; 1866-1875 Professor of logic and mental and moral 
philosophy at Owens College, Mancliester, and lecturer in 
political economy; 1875- 18S0 Professor m London. 

^The other non-Austrian founder of the Austrian school, 
Lepa Walras (son of Auguste Walras), must be crowded put 
here,*" His" “^kments d*Bconomt^ Politzque Fme dates feom 

later tiian 3Vlmger aad Jevons 
Theory ofPoMtml Economy, p, 3 
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boutKi to be a maihematical .scimce bt cause it deals with 
quantiiicsi, with things whicJi aie capalile of being more or 
less in magnitude, indeed theic camiiit be a tine theory of 
Political Economy which diKpi'H.-.ei» with the aid of the 
diheirnliai calculus. Accepting .sound nlilitan.ui piinciples, 
Political Economy thu.<5 becomes a calculus of pleasures 
anti pains, and if Jevons has tlmihts as to how far it is 
possible to conceive a unit of pleasme or fi.iin, he takes 
refuge in the thought that the mind oi the individual is 
th(; balance which makes its own ««up,ui-.fms. If wc may 
not estimate, we may at least rompnre. since " pleasures, 
in shott. are for the time being as the mind estimates 
them.”* And for the immediate pm post*, to eompare is 
even more important than to m(*asiiic. 

Jevons’a central doctrine, which he ch.iHi'ngingly places 
in the forefront of his book, is what h<’ calls '' the some- 
what novel opinion that value depends entirely upon 
utility,”® and he claims that it is possible to arrive at 
a satisfactory theory of exchange (including as a con- 
sequence the OI dinar y laws of supply and demand) merely 
by tracing out the natural laws of the variations of utilify 
*' as depending upon the quantity of commodity in our 
possesion,” This, of course, is merely the core of Gossen, 
as it is of the marginal school. Utility is not an inherent 
quality; rather is it "a circumstance of things arStg 
out 6f their relation to man’s requirements,”''’ and in which 
the amount already possessed is therefore a material {actor. 
Taking the too familiar case of water, " all that we can 
say, then, is tiiat water up to a certain quantity is incHs- 
pensable; that further quantities will have various degree 
of utility; but that beyond a certain point, the utility 
appears to cease.”* And in genenil the same principle 
holds: " the v«cy asune articte vary in utility according 
as we already po^e® more or less of the same article.'^ 

' » Ibid., p. J9. • im„ p. a. • ma , p. 5a. * mi., p. 53. 
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Jevons is thus led, with the aid of curves now known 
to every beginner, to distinguish between the total utility, 
which may be great — ^indeed infinite, when a question of 
maintaining life is involved — and the utility belonging to 
any particular portion which, if it is possible to increase 
the supply, may become as low as we choose. For the 
utility of the last portion, Jevons uses the phrase “ final 
degree of utility,'' and much confusion in the past has, 
he contends, been caused by failure to distinguish between 
the total utility of a commodity which may be very great ? 
and the final degree of utility, which, by abundance 
verging on superfluity, may be reduced to zero.^ Such 
old conundrums as the comparative value of gold and iron, 
of water and benedictine, and all the other usual examples, 
rest fundamentally on a confusion with regard to the mean- 
ing of the word value." Water, if we talk sloppily with 
our eyes on value-in-use, may be said to be of infinite value; 
but weighed drop for drop in the balance of exchange, it 
makes a poor show against benedictine. Jevons would 
say that, so far as there is a mystery, it is because we 
confuse total utility with the final degree of utility. 

Here, then, is what for Jevons is the “ all-important 
point in all economical problems," viz., the variation of 
the function expressing the final degree of utility, a 
function which '' varies with the quantity of commodity, 
and ultimately decreases as that quantity increases."^ 
The same principle explains, for Jevons, the distribution 
of a commodity between various possible uses, a classical 
point in the later statement of the Austrian school. 
Barley may be used to make beer, spirits, bread, or to 
feed cattle and so on. The theory of utility shows that 
the distribution between the various uses should be so 
assigned that the final degree of utility in the various direc- 
tions should be equal.® 

^ lh%d,^ no. 58-61. * lh%d , p. 52 . ® Ihid , pp. 68-70. 
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With this doctrine ol diminishitiR utility, Jevons works 
out a theory of exchange. Thr wojd " value,” owing to 
its horrid confubions, he would diM.ud, and hubstitute for 
it the expression '* lutio of ixf haiiKt u suggestion which 
has not prevailed against the pnwi'r of nisfcuu. The value 
of ! commodity, if the " dang«Ti)Us ti'im ” may be per- 
muted, Is me, i ailed not by total utility, hut by the 
intensity of the need we have foi it; in even more precise 
language, “ value in exchange is tlelmed by the terminal 
utility.”® 'Oie theory of exchange eotiespnnds; the result 
of exchange is that all commodities sink to the same 
level of utility in respect of the last portions consumed. 

Th<‘ opposing doctrine Itmt value is caused hy labour, 
or that it is proportional to labour, jevons dismisses very 
curtly as one *' which cannot stand for a moment. As 
he truly says, labour once spent has no influence on the 
future value of any article; in this sphere of life bygones 
are for ever bygones.* Yet though he holds that the value 
of labour is determined by the value of the produce, and 
not the value of the produce by that of labour,® his 
complete statement contains concessions which would 
considerably placate an upholder of the labour theory. 
For labour, though never the cause of value, may be the 
determining circumstance, and indeed he prov^ as a rider 
to his own theory that in the case of articles which can 
be produced in greater or less quantity, exchange will take 
place in the ratio of the quantities produced by the sam? 
quantity of labour.* In this case, then. Jevons’s view 
would appear to be Chat what is wrong with the labopr 
theory of value is not that it is untrue, but that it giv® 
the wrong reason for the troth which it declares. 

As distinguidred from the earlier forerunners, Tev yns 


* lt»d , p. 83. 

pp. 83. 13c. 
p. IS 7 > 


* thid., p. 159. 

* !bul., p. tor. 

* Ibid., p. iSa. 
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and Leon Walras (whom we can but distantly salute) are 
almost entitled to be regarded as extra-mural founders of 
the Austrian school, which we are now in a position to 
consider. The outstanding leaders of this group were 
Menger, von Wieser and Bohm-Bawerk, with perhaps Sax 
as the leading representative of those who might be called 
followers. 

Menger 

Of these, E^arl Menger^ (1840-1921), though the least 
known in this country, has distinct priority in time, and, 
notwithstanding a smaller literary output, was probably 
the most influential of the group. His Gmndsdtze der 
Volkswirthschapslehre, published in 1871, really estab- 
lished the school. Menger starts with a bold assertion 
of the universality of cause and effect. The transition 
from a state of want to a state in which want is satisfied 
is, like everything else, the result of causation. Here, 
then, is the subject of his analysis. Those things which 
have the capacity of being placed in a causal relationship 
with the satisfaction of human needs are called utilities. 
In so far as we Jfi^v^ power to place them ii^ thi§ connec- 
tion th^ are called^ " goods/ 

ThaTa thing may be a good,'* four conditions are 
necessary. There must be a human n^ejfi : the thing must 
have such qualities as enable it to be placed in relation- 
ship with the satisfaction of the want; this causal rela- 
tionship must be recognized; and, lastly, there must be a 
power to dispose of the thing in such a way that it can 
satisfy the want. All these things are essential; if any 
of ttxe four is lacking, the thing loses its quality as a 

^ Bom 1840 at Neu Sandez in Galicia; student at Prague, 
Vienna and Cracow; Professor of Economics at Vienna, 1873; 
private tutor to Prince Rudolf of Austria. Returned to academic 
work, and finally retired from the university in 1903. In 1900 
was made a life member of the Austrian Upper House. 

® Gmndsdtze, pp. i-«. 
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"good.”' This looks hotrihly abstract; but it is subtly 
demist d with a view f(» fuither aigmnent 

The satisfaction of needs, then, is the primary considera- 
tion; but at once we come to a thstinrlion. and it is the 
first fundamental point in Menger. Then* are goods 
which can be unmediatOy nppiuii to the satisfaction of 
our needs, as. for instance, bread. Such he defines as 
'* goods of the first ouler.*’ But apart from these, there 
are many things which indubitably possess the marks of 
" goods," but which neveitheless sfand in no immediate 
causjd lonnertinn with the s,disfaction of our needs. 
Their function is to ptodute goods which do, these are 
goods of the second ordir, and exist to piodiice goods 
of the first order with which, diiertly and without any 
mediation, we satisfy our needs. Beyond the.se are goods 
of the third order, which produce goods of the second, 
and so on, as far as human ingenuity cares to go 
Beyond the biead is the flour; beyond the flour, the grain; 
beyond the grain, the field and the plough: beyond the 
plough, the iron. While, then, it is essential that a good 
should stand in causal relationship to the satisfaction of 
our needs, this relationship need not be direct." 

Menger at once proceeds to use his theory of the order 
of goods in such a way as to foreshadow one of the 
comer-.stones of the marginalist theory. To produce 
goods of a tower order, the co-operation of several goo^s 
of a higher order is required; to produce bread calls not 
merely for meal or flour, but also for water, all the 
baker’s contrivances, fuel, and the baker atone knows 
what else. These are complementary goods. With regard 
to these Menger lays down two propositions which are 
rfgniftcant, even if reasonably obvious. The first is that 
goods of a higher order only retain their quality as goods, 
If we can dispose of the corresponding complementary 
» im., p. 3. * Ibid., pp. 8-0. 
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goods — though it is true that they may retain this quality 
in respect of other goods which they may also assist in 
producing. Thus pipes cease to be goods when the 
tobacco crop entirely fails, except in so far as they may 
remain goods for the purpose of producing soap-bubbles. 
The second proposition is that goods of a higher order 
only remain goods so long as the goods of a lower order, 
whose production they serve, retain the quality of goods. 
When golf goes wholly out of fashion, not merely do the 
golf-clubs become useless, but all the machinery used 
specifically and exclusively for the production of golf-clubs 
will also, in that fell day, cease to be goods.^ 

It will be seen to what distant end Monger is tending. 
The decisive position is occupied by the goods nearest 
the consumer, the goods of the first order; all others 
derive their importance from these, and have their 
justification in these; and they only live as goods to the 
extent to which they are countenanced by goods of a 
lower order. 

The next important point in Menger arises from his 
distinction between economic and non-economic goods," 
and the inferences drawn therefrom. It requires time to 
produce goods of a lower order from those of a higher, 
and the man who regulates his life on economic principles 
{der wirthschaftende Mensch) looks ahead and balances 
the want {Bedarf) against the quantity of goods available. 
Three cases may arise. The want or need may be greater 
thi,ii, less than, or exactly covered by the supply - The 
first is the important case, and when this situation arises, 
it must further be recognized that no part of the supply 
can be withdrawn without leaving unsatisfied some con- 
crete need for which previously provision had been made. 
In practice there are various consequences : the owner has 
to make a choice between the more important needs 
^ Ibtd , pp. 11-17* ^ Ibtd,, p 51. 
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which he will continue to Mtisfy, and the less urgent which 
he must reconcile himself to leaving unsatisiiul. Other- 
wise express! d, he must plan out the most expedient 
manner in which the availahle siippH of goods can be 
used. This is the meaning of eomoniifs {wMschait), 
and these aie Konnniic goods.’ iunnoimr gtwds, in 
shoit, are goods which we aie compelled to econoi^ze 
because the supply is inadetpiate; we have to deckle that 
they may be applied to ceitam puiposi's and should not 
I be applied to otheis. In the ca«’ of non-economic goods, 
on the other hand, where the supply excecils the need’, 
there is no occasion to arrange possible uses in a descend- 
ing order of importance, oi to plan out the wisest employ- 
ment of the available supply.® ^ 

It follows from this that the economic or non-economic 
character of a good is no inherent immutable property. 
It arises from the proportion between the want or th? 
need and the quantity available; in short, it expresses 
the "lau'td” of Auguste Walras. Accordingly, and 
further, it follows that goods may pass from one cla^ to 
another by virtue of changes in this proportion. Increase 
of population, development of want.s, the piogress of men 
in the knowledge of what may be wirviceable to their 
well-being, any or all of these may lead to a change in 
the character of the good.® 

So arm^, we are prepared to meet the idea of value. 
Value springs from the same causes as confer on certain 
goods the quality of being " economic good.s it arises 
from the relation of wants and supply, and from the feet 
that in economic goods a diminution of supply leads to 
a want urmtisfied, or a want less adequately satisfied 
than before, ^^eaking generally, it expresses the impor- 
tance or the signiftia^nce which goods acquire in our eyes 
owng to our consciousness of the fact that we are 

»/W 4 ., pp. 54.53. p. 57. • Ibid., p. 6a. 
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dependent on our disposal of them for the satisfaction of 
our needs. Value; then, is a judgment of the mind; not 
a property of the thing or an independent entity.^ 
Different needs are of different importance. Some 
preserve life; some minister to our comforts; some are 
mere luxuries. But even so, taking the most fundamental, 
the importance attached to various concrete acts of satisfy- 
ing the desire for food varies greatly. Up to a certain 
point it maintains life; later it may result in mere 
enjoyment. If continued (gloomy prophet I ) it may turn 
to pain, and finally imperil life and health itself. This 
too familiar illustration is, however, primarily introduced 
in order to illustrate his scale of the importance of needs. 
Admittedly the demand for bread serves a more important 
purpose than the demand for tobacco; at least it starts 
off with a higher importance. But it may, and does 
happen, that later satisfactions from bread are less than 
the earlier satisfactions from tobacco. Economically, 
after eating for a certain time, it is wise to smoke. ^ 
Turning to the more objective problem of the determina- 
tion of value in any case, the question is complicated by 
reason of the fact that where a quantity of the good is 
in existence, different portions, applied in different direc- 
tions, may yield entirely different satisfactions. Merger's 
example is of the farmer who has a reasonably adequate 
supply of grain, which after harvest he divides into 
different portions and mentally allots to various purposes. 
The first is to preserve the lives of his family, and so 
we descend through next year's seed, the brewing of 
beer and brandy, until we end (since the farmer has 
enough) with a supply of what Menger pleasingly calls 
luxus-thieren " — ^presumably chinchillas and guinea- 
pigs.^ The more familiar example rings the changes on 
Robinson Crusoe, his man Friday, his dog and his parrot 
J Ibid., pp. 73 , 86. p. 91* ^ Ibid., p. 96, 
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Under these circumstances, what is the value of the 
quantity of com which we take as the unit i The answer 
as so often, is found by askiiiR anothei question: What 
want would remain unsatisfied in the evt nt of the destruc' 
lion 01 loss of th( last poition in question In the cases 
supposed, the faimei woulil get lid of his chinchillas; 
Robinson Ciusoe woultl wring his paiiot’s neck; and all 
other needs would remain satisfied as before. Further, 
as all like portions of the commodity are interehangeable, 
they must all have the same value; any of the sacks of 
grain may be the last. In the ease supfinsed by Menger 
the value of the unit of com is represented by the pleasure 
of keeping '* hixm thieren." Thus in general we get the 
determination of value. The value of any portion of 
goods, when a supply exists, b represented by the least' 
important use to which such a portion is applied.* 

In the case of those goods which are in direct touch 
with the consumer, goods of the first order, the determina- 
tion of value is thus a problem which admits of a 
solution which is easily comprehensible. To put the point 
of the previous paragraph in a slightly different form, 
value will be determined by the use which would first be 
sacrificed in the event of a curtailment of supply. And 
it is further clear that with a curtailment of supply, the 
value will rise. Crusoe, with his six sacks of grain, 
evaluates each by the pleasure he derives from his pairot's 
conversation. When the rats eat one sack and the 

» im., p. gS. 

* Ibid , p. 99. The exact words may be given : " . . . der Wert " 
einer TeilqwantitRt der verfflgbaren GiUermenge 1 st fftr jedo 
Person demnaeh gleich der Bedeutung, wekhe die .im wenigstwa 
wichtigen der duith die GesamUnmntrtat nocb gesicherten und 
mit einer gleichen TeilqimntUftt herheirufilhrenden BedSrfnisbe- 
Iriedigungeo fflr irie haben." This Is merely a fragment of a 
longer statement; Meager's sentences and paragraphs, which 
are sometimes IndittlngulrtiftMe, frequently seem to call for 
dynamite. 
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stuffed parrot adorns the mantelpiece, each sack assumes 
the value of a dog — and so on through rising stages until, 
when there is only one, it has for Crusoe the supreme 
value he attaches to Robinson. 

When we come to goods of a higher order, we are, 
however, confronted with complexities which the Austrian 
school, despite the utmost ingenuity, never satisfactorily 
resolved. It is fundamental to the Austrian view that 
value is reflected back, as against the erroneous cost-of- 
production theory which attributes value to a product, 
because goods possessing value have been spent and 
consumed in its production, and which thus derives the 
value of goods of a lower order from the value postulated 
to be already existing in goods of a higher order. As 
Menger says: The value of goods of a higher order is 
always, and without exception, conditioned by the value 
of goods of a lower order towards the production of which 
they are subservient."'^ There is, indeed, the further 
complication that the element of time enters, so that the 
value of goods of a higher order to-day reflects the 
prospective values, some time hence, of the goods they 
are instrumental in producing.^ 

But to determine how much value each of the goods 
of a higher order derives from the value of the final 
product is clearly no easy matter. Menger's solution is 
obviously inadmissible. The difi&culties are patent. Each 
product is the result of the co-operation of a group 
(which may be large) of goods of a higher order, not all 
of which may, however, be essential. Menger notes that 
grain results from the co-opcration of land, manure, 
agricultural machinery and labour, and there may be 
much more.^ But, though the use of manure increases 
the supply obtained, nevertheless, even without any 
manure, the crop will not entirely fail; so also the absence 
^ Ih%d,, p. 124. * Jh%d,, p 138 ® Ihtd,, p 139 
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of manure might be coimtemrU'd by increased labour in 
other dncctions Moreover, thm is the further complexity 
that complementary goods, whic h « nti i into a given 
combination with a view to the puulurtion of one com* 
moditj , may also, in anofhei i nnihuiation, stand m a 
similar relationship to an eiitmly diffeient good of a 
lower order. There is inoie than one kind of agricultural 
pioduce, and vtiy ditleitnf values attadi to each of 
them. In this criss-cross of uncertainty, how much value 
may we allow the manure to derive from the value of 
the grain? Menger rightly says that the value of a 
higher good cannot he eq«n4ilent to the satisfaction^ 
yielded by the whole proilucl whiih it helps to create. 
What he suggests is that the value of a higher good is 
represented by the difference which its presence makes, 
or the loss which would be sustained by its withdrawal 
from the group.* This, however, is clearly inadmissible. 
It is unnecessary to go into refined arithmetical examples 
to realize that the witiidiawal 01 destruction of land would 
have a devastating effect on agriculture, and therefore, 
on Menger’s principles, the whole value of the product 
should pass to land; yet the contnbution of agricultural 
implements and of manure cannot be denied. To the 
ordinary man, therefore, it would seem that, on Menger’s 
solution, goods of a higher order might jointly derive firom 
a good of a lower order a greater value than that good 
itself possesses. Menger, it should be noted, applies, 
although in a very brief discussion, the same principle to 
the question of the determination of wages. The value of 
labour in any given case is represented by the loss 
we should suffer in the event of that labour being with- 
drawn.® 

Lastly (or at least lastly for onr purposes), Meng« 
applies the general principles underlying his doctrine to 
* Ibii„ p. 14a. * ibtd., pp. 149-150. 
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the problem of the motives prompting to exchange, and 
the extent to which exchange should be carried. Daring 
to make game of Adam Smith's odd phrase regarding the 
propensity to truck, he shows that exchange is rooted 
in the ordmary individualistic impulse striving for the 
completest satisfaction of needs. Wherever A has pos- 
session of certain quantities of a good which have for him 
a less value than certain quantities of another good which 
are in the possession of B (and the reverse position holds 
the other way round), it will be advantageous for both 
that exchange should take place; and it is only necessary 
to confront the six horses and the one cow which A 
possesses against the six cows and the one horse which 
B has, specifying the diminishing value which each 
successive unit of cow and horse has in the eyes of A 
and B, to see up to what point exchange should take 
place. It is necessary to mention this point, but 
unnecessary to expand it, since this is one of the points 
more fully developed by Bohm-Bawerk.^ 

Before leaving Menger, it is perhaps worthy of mention 
that he does not use the word " margin," which was 
lying ready to hand in the writings of von Thunen. It 
is to Wieser that this familiar friend is due; Menger him- 
self periphrastically speaks of the " least important " use. 

Wieser 

As we are here concerned only with the general 
ideas of the Austrian school, the other leading members 
must be more summarily dismissed. Menger laid down 
the broad lines of doctrine; the others elaborated, and 
the elaboration became so subtle in its higher reaches, that 
one is tempted to concur in the view that the consequent 
^vantage is to be found rather in the intellectual 
gymnastics performed by these authors than in any new 
pp. 153-154- ^lhtd„ pp. 159-168. 
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lesults obtained. Fiicdtich von Wk'm i ' ( 1851-1926), who 
followed Monger with hib Ur\prung uiui Hauptgcscke des 
Wirlhschaftbchen Werthe‘^ (1H84I, piovided m his later 
Natural Value (1889) what was donbthss the most 
chaiacteiistk hlatement of Austuaii {loetiine. Relying on 
Gosscn'h Eiw of DiniiiiKiung S.ilis{actH)n, he gives a 
more precise statement of the <ioctnne of marginal utility, 
to which he gave the now acetpttd nanie of " Grenz- 
nutzen." His approach is deliniteiy phyrliologicai. Oar 
interest is primarily in our satisfactions; but under certain 
conditions— primarily the limitation of the supply of goods 
and the power to modify the extent of that supply— 
the interest is Uansfened from the need to the thin g 
which satisfies that need, and which thus becomes 
invested with value. “ The most ehaiacterislic part of 
Wieser’s contribution to the school lies in his doctrine of 
Zurechnmg, which has been acclimatized in this country 
as "imputation" or "attribution." It has been seen 
that one of the leading tenets of the school is that value 
exists primarily and essentially in goods of the first order 
— goods, that is to say, which, immediately serving the 
uses of the consumer, obtain a value directly firom an 
^timate of their marginal use. To all goods of higher 
order, production-goods, value is reflected back. The 
needle derives ite value from the value of the stocking; 
the plough, ultimately, from the value of the bread, and 
so on. Here arises the problem of " imputation." In a 
seiBe the higher goods have no value until a value fe 
" imputed ” or " attributed " to them; but on what 
principles is a share of the value to be imputed to goods 
of a higher order? It is scarcely too much to say that 

• Born 1851; educated at Vienna; for a short time in the Civil 
Service; then teaching in the Wniversitiw of Vienna and Prague, 
returning to Prague in micreaslon to Menger. Minister of CS>tn* 
mauee, IU17, returning later to his Chair, Died tuad. 

* Umpmng, p. 81, 
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Wieser’s whole theory consists in an analysis of the 
working of the process of imputation. Two points are 
worthy of notice. Firstly, imputation follows the 
marginal law; here also it is in the light of the least 
important product that we must determine what value 
is to be reflected back or “imputed.”^ Secondly, he 
differs from Menger in his method of detSmiiShg the 
value of complementary goods. Menger, it will be 
remembered, had suggested that the value in such a case 
would be determined by the loss which would result 
from the withdrawal of the good from the combination. 

In a series of chapters^ Wieser argues, as against Menger, 
that in the case of a stock of heterogeneous goods, when 
one is removed, the others are simultaneously deprived 
of a portion of their effect. Consequently, '' the deciding 
element is not that portion of the return which is lost 
through the loss of a good, but that which is secured by 
its possession/'® Wieser's own solution is to determine 
what he calls the productive contribution '' by the use 
of a series of equations, showing the results of using the 
goods in varying combinations. 

Though Wiesej: furnishes the classical statement of 
marginalist doctrine, nevertheless he seems to attempt a 
reconciliation of the Austrian theory of value with the cqst- 
of-production theory. In one passage of his Ursprung^ 
he speaks of the process of value-formation as being a 
circular course. It rises from consumption-goods to 
production-goods; when determined there, it again 
descends from production-goods to consumption-goods. 

The descending branch whereby, in the hard reality of 
practice, the cost of the production-goods has to be met 
by the value received from the product, is visible of all » 

^ Natural Value^ Book III, chap 8. 

® find , Book in, in particular chaps 4-6. 

^ J bid , p. 85 of English translation. 

* Vrspfungi p. 156. 
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men; not so the a'sccndmg (and prior) branch, which 
originally gives the pioductive g(»ds their value. Once 
value has been conferred on a good of a higher order, it 
appeals to us as a “ gf'gcbenc Thatsache," a datum in 
all subsequent transactions. Thus Wieser's view would 
appear to be that the cost -of-piod«e( ion theoiy of value 
is not so much enont'ous as incomplete. It is true so far 
as it goes, and in most cases is so in piactice; but it does 
not push its inquiries far enough to find the source, of that 
value which it accepts as existing in the pr«Kiuctive goods. 

Bbhm-Baweric ^ 

The third of the great Austrians who form the core of 
the Austrian school is Eugen von Rohm liiwerk* (i^i- 
perhaps the best known in t^iis country, by reasOTi 
'oTms theories rerarding interest, and his very brilliant 
assault on the Marxian system. For our immediate 
purposes, Bdhm-Bawerk is the author of two considerable 
works, both of which have fortunately been translated, 
one under the title of Capital and Inierexi, and the other 
as The Positive Theory of Capital. The former is an 
elaborate criticism of all earlier theories of interest, so 
that the work is in substance a very learned and detailed 
history of economic doctrine on this one point. T ]ris wQyk 
is wholly destructive and critical, and though it prepares 
the way for a statement of the author’s own views, it does 
not in fact contain such a statement. It is to its coni> 
p^ion work. The Positive Theory of Capital, that we 
must turn to get B6hm-Bawerk’s amtribution to Austran 
doctrme. 

So fkr as the main parts of Ms work were eoncemid, 

* Bom at Brann, in Momvk, to 185 tj itiidiwi at 
employed for a time In the Finance Bepirtment of the Impdal 
Government* Returned to academic life, and nltlnmtcly liecamt 
Profesior in Vienna* In i8oo» Mlnlsterlalmth In tlie Finance 
Department, Remained in the Gmemmmt mvlm until 
ttef&fter again Frof«»r in Vtona. 
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Bohm^Bawerk rightly recognizes that on the whole, and' 
apart from the discussion of interest, he was able to follow 
in the footsteps of previous theorists (Monger and Wieser). 

For our present elementary purposes, it is therefore 
unnecessary to attempt any survey of Bohm-Bawerk as a 
whole. There are, however, two points in Bohm-Bawerk's 
doctrine to which reference is frequently made, and which 
may therefore be briefly noted here. One is his theory 
that price is determined by what he calls the “ marginal ^ | 
pairs the other is represented by his views on interest, ^ 
a subject which he describes as the heavy part '' of his r 
lea4ing work. 

The theory of the determination of price by the so-called 
marginal pairs*' is to be found in the concluding 
portions of Bohm-Bawerk's discussion of '' price, in 
which up to a point he shrouds obvious truth behind 
considerable complexity of statement. In the case of 
isolated exchange^ the price will be determined some- 
where between the subjective valuation of the commodity 
by the buyer as upper limit, and the subjective valuation 
by the seller as lower limit." Putting it in everyday 
language, in the isolated exchange the buyer will not pay 
more than he thinks the thing is worth, nor will the seller 
sell for less than he, on his side, thinks it is worth, and 
the actual price will fall between these two limits. Next 
he advances to one-sided competition among buyers,^ and 
again it is obvious that " the most capable competitor," 

,the buyer who is willing to go furthest, will be the 
/purchaser, and it is also obvious that the price will be 
/ somewhere between his valuation (the price to which he 
/ is willing to rise) and the valuation of the "most 
/ capable of the unsuccessful competitors." In an auction 



1 Positive Theory of Capital^ Book IV. 
» Ibid., Book IV, chap. 2. 

3 Ibid., Book IV, chap. 3. 
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tho bu><'r will be the man piepainl to i-iu* most, and he 
will have to go beyond the limit set In- tlw bidder who 
next to him, hangs on longest Ail this is truth siich al 
scarcely irqmies an Ansluaii foi its uiniilmg. 

It k when Bolmi Bawetk comes to tiu- itlea of two-sided 
competition' that the idea of - m.ugmal paiis '* emerges 
bor the sake of daiity it may lie as well to take his owii 
example, fen people anxious to buy a hoise come to 
market, wh<>ie they aie confionted hj- eight people each 
anxious to sell a horse, and by a reniaikable coincidence 
no one horsi* differs from any of the other siwen in any 
conreivahle lespei-t. The hii>eis and sellers each come 
with a different ■valuation of what a horst> is wrath, and in 
Bdhm-Bawerk’s illustration the valuations me as follows; 

Btiyt-ri 


A| valuw a ham at 
(and wdl buy at 
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Under these circumstances what will happen? Clearly 
the most mpable buyer, will buy a horsej he k io fact 
prepared to give a price which would induce any of the 
wght potential adlers to part with his horse. So likewm 
B, IS sure to sell for similar reasons. A, and B are in 
act sure to do businM (though not necessarily with one 
another). Had they met in isolation, the price arrived at 
between them might have been anything ranging from just 
over £10 to something just under £30, depending on which 
teppoBtd to bo th© bettor playtt of poker. But in actual 
* ibid,, Book IVt chap. 4, 
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fact th^ limits within which the price may range will be 
restricted for them by buyers and sellers with less latitude. 
So Ag and can be relied on to do business, again within 
limits determined by less capable '' buyers and sellers. 
Looking down the table, it is clear that the last people 
who could do business would be in fact A. and those 
who just fail to do business are Ag and Bg. These are the 
marginal pairs; and while B^^, who is a certain seller, may 
sell his horse to any of the A's who in fact buy, the price 
at which the transaction will be carried through will be 
determined within the limits set by the last ins and the 
last outs. Waiving refinements, price is determined 
within the limits set by the subjective valuations of the 
marginal pairs. The important point in all this lies in 
the inferences which flow from the doctrine of marginal 
pairs; for it follows, firstly, that every maiket price is 

secondly, that pijce, despite 
its apparent objectivity, is the .product of^^^’ectiv e 
valuations. 

TEe other point of fundamental importance in B6hm~ 
Bawerk, that indeed which he made peculiarly his own, is 
the subject of interest. The point to be explained is why 
p^fesent goods have a higher subjective value than future 
goods of a like kind and number, why in fact £xqo to-day 
is worth £105 a year hence;^in other words, ^hy interest 
eme rge s. Of this problem neither Menger nor Wieser had 
given wholly satisfactory account. B5hm-Bawerk's 
explanation is largely psychological, resting on the fact 
that we systematically iscount the future. He advances 
three main influences operating in this direction.^ Firstly, 
ill so far as we expect to be better off in the future7T*fflce 
sum to-day will have a higher marginal value than the 
same sum in those more affluent times towards which (as 

^ Dealt with successively in Positive Theory of Capital, Booh 
V, chaps. 3 and 4. 
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we hope and trust) we are steadily moving. This applies 
to all who, being in embarrassment, expect to escape fiom 
their toils; it applies to the vast multitude who hope to be 
better rewarded in future, when their dcseifs are more 
woithily lecogni/ed It <ioes not apply to people on the 
down-grade, who ai e moving inexorably towauls a pension ' 
of 40/8oths, or something woise; but even hejc present ' 
goods aic, in the worst case, at least equal in value to ‘ 
future goods, since they can in general be carried forward 
without loss of value, and moreover they may act in the ^ 

meantime as a reserve fund for anything thiit may turn " 

up. Even such people therefore will rate present' goods * 
as high as, and perhaps slightly higher than, future goods 
This, then, is the hist reason for dis<‘otmting the future’ ^ 
and arises from the fact that the hope which sprinra 
eternal in the human breast leads us to anticipate less 
stringent days ahead. 

The secQUj,!, reason is that, just as we tend to over- 
estimate our means in the future, so we tend to under- 
e.stimate our future wants. This likewise is a complex 
of various influences. Partly it is due to a lack of i 
imagination; we do not realize how many things we shall j 
want next year, how many pleasures will plead to be I 
tasted, how many " calls,” not to be avoided, are sure * 

to be made upon us. Partly it is lack of will; we are | 

feeble creatures, ninning through our salary on the day 4 
we get it, although we have an intellectual apperception 
of the fact that there are other thirty days in the month, f 
weakly making promises even when, in making them, we ' 
know we are letting ourselves in for trouble. As a con- 
sequence we pit our goods in the future against a body of 
wants and demands which, when the time comes, will be 
greater than we have allowed for. The effect of these two 
enora of optimism, in putting our future re.sources at a 
maximum and the future claims against us at a minimum, 
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leads us to think that our money will go further in future, 
and will therefore have a lower marginal utility than, alas, 
we shall find to be the case when the time comes. Thus, 
quite apart from the fact that life is short and uncertain 
and we may never have a future, we look at the 
marginal utility of future goods diminished, as it were in 
perspective.'"^ 

The third cause advanced by Bohm-Bawerk in explana- 
tion of^^^emergence of interest is of a different character. 
It relates to the superiority of what he calls '' roundabout 
methods of production." More can be produced by a 
wisely chosen capitalistic process than can be obtained by 
direct unassisted production. Longer methods of produc- 
tion lead to a greater product, and therefore in comparing 
present and future goods, present goods are technically 
preferable in enabling the capitalist to obtain the advan- 
tages of roundabout methods of production, and the larger 
yield in the future. This leads to some of the points 
round which most discussion has centred; it is sufficient 
here to note the technical superiority of present goods, 
viewed from the angle of roundabout processes of 
production.^ 

Menger, Wieser and B5hm-Bawerk together sufficiently 
represent for the beginner the core and nucleus of the 
Austrian school; but perhaps a fi^uth. writer claims, and 
can hardly be refused, inclusion among the original 
founders. It is obvious to us to-day that all the essentials 
of the Austrian theory are applicable not merely to the 
economy of the individual, but also to the economy of the 
State; and in particular that in that most crucial point of 
contact between the individual and the State, represented 
by taxation, that which is transferred to the State will 
also have for the State a marginal utility. The State may 

^ Ibid , p. 258 (English translation) 

® See, e g , pp. 82, 268 of the English translation. 
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take. aiKi apply to less tugrat p^irpo.M»^. money which 
might have been more profitably employed by "the ti* 
payer. This is indeed a lather dowdy old truth, which 
howewr. is e!«>atly capable of being ne.Uly dressed in a 
rhic Viennese confeefion. A discussion of this aspect of 
the question was the peculiar contiibiition of Emil Sa- 

1887) He applied Austrian thought to the economics of 
the Stale, and in paiticular used it to develop a theory of 
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Though the leaders of the Austrian school lived well into 
the twentieth century, their work was in fact accomplished 
in the 1870's and the i88o's. Since then it is almost 
certainly true that more books on economics have been 
written than in the whole of the previous preparatory 
existence of the planet, and some of these by writers who 
are worthy of being placed among the greatest writers of 
all time. To allow the curtain to fall on the Austrians 
may therefore appear to be an act savouring of excessive 
cowardice. Yet even for such a prudent act as cowardice, 
excuses and pleas may be entered. In the first place, it is 
wise that what purports to be a history, designed to be 
used along with a text-book, should stop with the day 
before yesterday, and should leave the economic doctrine 
of to-day, and probably of yesterday, to be expounded in 
the ordinary text-book, or in the class-room. The current 
account of economic principles, whether embodied in a 
vendible commodity of the usual type, or delivered in the 
form of a course of lectures which perish in the instant of 
their performance, should reflect and expound the wrang- 
lings of the last twenty or thirty years. Consequently, so 
far as this book is concerned, those writers who have not 
yet become a matter of history may be left for treatment 
in the adjacent arena. It is for those who train the young 
in economic ways to interpret Marshall and Nicholson in 
the immediate past, and Pigou, Ke5mes, Hawtrey, 

363 
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Robcttson and an fiidles-b chain ot othct.-, in the present 
not forgetting Schumpeter and P.ueto, Cassd and J. b! 

Claik, M icksell and Knapp, and as many niuie as tliere 
may be toom for. Ami may they be guided m satisfvine 
all intelligent inquiiuh! ® 

Secondly, though it is perhaps merely expressing the * 
same }»oint horn a diffeient angle, we aie still "too near 
pobt-Aubtrian developments to be able properly to assess 
then value. It is a wise ant that knows the highest tree 
of the foiest in which he pursues his economic activity 
Time has a strange trick of putting down the mighty from 
their seats and exalting those of low degiee; and it may 
later be found that some who have made most noise have 
been merely loud-speakers in a cul-dt* sac. We may make 
reasonably accurate guesses as to the moat influential 
personalities of the last generation, but till they and their 
works have been scmtiniml by the relatively indifferent 
eyes of our children, they are merely candidates for 
immoitdlity. 

Yet perhaps in conclusion something ought to be said 
with regard to the stale of economic doctrine in the inter- ^ 

vening gemeralion since the Austrians and the position I 

to-day, without, however, being so rash as to condescend * 

to particulars. It may be said that in these last fifty years i 

much thought has been dominated, and all thought has ^ 

been influenced, by the margin " and the other ingredi- ? 

ents of the Austrian point of view. In this country the \ 

leading figure has undoubtedly been that of Alfred 
y^-fjj?M i84g-i924)> who, as a first approach, is perK^ ^ 
Besf viewed as representing an endeavour to give Austrian 
ideas their due place, without becoming swamped in 
Austrian auper-reftnements, and thus to effect a synth^is 
of the Austrian ideas and the older Political Economy. 

Yet, though marginalism provides the stimuhw to much t 

of the bMt thought m the last generation— J. B. Clark " 
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is another striking example, to take but one — ^there are 
indications that the master-key of the Austrians is no 
longer regarded as the Open Sesame which it appeared to 
be on its first announcement. The margin has certainly 
come to stay; it is ineluctable, and cannot be avoided even 
by changing its name, though this is a device to which 
resort has not infrequently been made in the history of 
human thought. So long as there are limited supplies, 
and purposes or satisfactions of varying degrees of import- 
ance, it is of the essence of economics that the more urgent 
need be satisfied first. Somewhere a satisfaction or a 
purpose will be included while its neighbour is excluded; 
and where the guillotine falls, there will the margin be, by 
whatever nomenclature it be disguised. But the cloud- 
capped towers of the Austrian edifice are scarcely any 
longer regarded as providing the desirable flats for 
economists which we imagined them to be when we were 
very young. The vertigo which accompanies residence in 
these altitudes is insufficiently compensated by the gym- 
nastic training involved in getting there. It is doubtful 
whether we consume according to the principles of the 
differential calculus; consumption may indeed be a dis- 
continuous process. It is doubtful also whether we may 
not have accepted too unquestioningly the universal 
applicability of the Law of Diminishing Utility; putting 
aside the baser satisfactions, when the lean and hungry 
belly barks for food, it may be that the things with regard 
to which appetite comes with eating are as numerous as 
those which end with satiety and repleteness. 

Partly, then, because of a vague dissatisfaction with its 
psychological basis, and partly for other reasons, there 
has perhaps been a growing disposition to be critical 
of marginalism, at least in its subtler applications. Yet, 
so far as the ordinary eye can see, there has been no 
definite movement in any direction to replace it. 
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Econoniics to-day is, iiulecil, in soiiif resntrts in 
curious position: its proEsson. suffiT from economic 
agnosliciMn, it mdwd llu agnostk isn, dn.s not .umnmf tn 
an active lack of faith in all dogma Take, tor instance 
a statement which endiodirs the faiili. or Inrk of faith’ 
of the Cainbriiige school, on whom the mantle of Marshall 
rests-cchoing. as it happens, a .saying of Marehall 
himself; The theoiy of economies does not furnish a ' 
body of settled conclusions immediately applicable to 
policy. It IS a method rather than a doctrine, ani 
apparatus of the mmd. a technique of thinking, which! 
helps its possessor to draw correct conehisions/'* To* 
say that economics is a method rather than a doctrine 
that it is not a body of concrete truth hut an engine hi 
the discovery of concrete truth, is to express with great 
felicity the view that economic truth, as such, is unattab. 
able. So likewise Schumpeter, looking back on a period 
of ten or twenty years ago, speaks of the prevailing 

tendency among many of the most competent economists 
... to discourage further investigation into its tbie- 
honourod problems, and to consider further refinements 
as superfluous or worse,” and of the belief, then existing, 
that ” the great work had been done.” So also Mr. 
Homan, in a chapter on ** The Present Impasse 

" Apparently wearied by controveray, and perhaps 
impressed by the futility of further refinements of Sbstrart 
theoiy in the face of the complex facts of modem Efe, 
economists for the most part made an end of controvert 
some fifteen or twenty years ago, and turned their attw- 
tmn more laigely to a realistic study of the life about 
them.”® 

Such is the explanation of the ” anti-theoretic schools 
t»t»dnction to the Cmtthridgt* Enmmic Hmd- 
* Homan. Cmtmtpnretfy Bemomie Thmght. pp. 444-443. 
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of thought,” the self-styled ” institutionalism ” which has 
attained prominence in America, and which Schumpeter 
regards as the Nemesis of the petrification of theory. 
Whether indeed it be possible to leave theory in bond, 
and thereafter throw oneself on the facts and the 
problems, without later and surreptitiously being com- 
pelled to apply for the release of certain instalments of 
theory ad hoc, need not be discussed. In any case, the 
institutionalists are a curious illustration of the economic 
agnosticism of recent years, even if, as some hope, that 
agnosticism may be passing A 

Another reason for the indecision and agnosticism of 
recent economic speculation is to be found in the fact 
that socially and politically we are living in an age of 
transition. In the grandiloquent old phrase, humanity 
k on the march.*' The Political Economy of'^e fillie- 
teenth century "reflected the conditions in which it was 
bom, and assumed rooted in the 

uncontrolled action of individual self-iaterest. But com- 
petition and laissez-faire, if they are still something more 
than dim memories, are, at least, like other surviving 
Victorians, '' not what they once were.’* 
longer »uaite;-th^ are being compidsorijy Qp^gqlated jnt9 
groups, and fifie forces of combipation and regqlation are 
p roduc ing a ^society veryr^^^g:^ from that whkh the 
nineteenth century Political Economy set out to interpret 
Tferwerare^in a transitional stage between individualism 
and collectivism, by no means sure how far we shall 
travel nor at what speed we shall move towards our 
unknown destination, is a contributory factor to the 
recent dissatisfaction with economic theoiy, since inevi- 

1 For an expression of the recent and current American point 
of view, reference may be made to the collection of essays by 
various writers edited by R, G. Tugwell under the title The 
Trend of Economics. 
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tably thf* assumptions on whirli thforv has bt‘«i based 
have appeared to lag behind the farts. What once was 
an explanation tends to become a first apfnoarh to an 
explanation, and the ardent ami impatient spitit conse- 
quently protests against the unreality of .all theory: 

Giau, theurer Freund, ist alle Theone, 

Und gnm des Lebens goldner Baum. 

But if the economists of to-day are commendably 
modest reg.nuling the validity of any general body of 
dogm.i— if in this coimtiy at least they have learned to 
shun the treatise- this consideration has in no wise 
lestrained their anlmir in the piiisuit of tnitli, even if 
truth be recognized as an elusive goddess. In particular 
in the upheaval of war and the maladiustmenfs of peace, 
nearly all the subjects of most urgent controversy have 
been primarily economie in character. In these circum- 
stances the monograph becomes a necessity: the stately 
statement of principles, the emblem of concrete troth, 
becomes but a beacon shining from an unattainable land.* 
There has thus been opened np an extensive series of 
♦ problems whieb have recentlv been subjected to a 
subtlety of analysis which Ricardo, in his most Ricardian 
moments, might have envied. Among such may be 
mentioned the whole theory of money, the problem of the 
rate of exchange between different countries, the theory 
and practice of banking, esperfally in the consequences of 
changes in the rate of discount, and the bearing of all 
this on the trade eyrie. Mr. Keynes has very properly 
commented on the paucity of attention which the theory 
of money has received in the past. It may be that in 
the voluminous discussions on these matters consequent 

' For a suRgestive discussion of the dlBerent functions of the 
treatise and the monoffmph, see Mr. Keynes’s short biography of 
Mmhril la Mimormls 0/ Alfred Marshal/, pp, 
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on post-war phenomena, in which in this countiy the 
v^rilings of Mr. Keynes, Mr. Hawtrey and Mr. Robertson 
play an important part, we have the beginnings of a 
new and significant chapter in economic speculation. 
But there is one point on which it is difficult to suppress 
a sentimental sigh. In the past, economics has been, 
in the main and with certain notable exceptions, a study 
within the reach of the intelligent and leisured layman. 
Anyone can read Smith and Malthus; everyone (heaven 
help himl) was meant to read Marx. If intelligent people 
get lost in Cai-ey, it is equally true that quite intelligent 
people never reach the end of Sir Charles Grandison — and 
doubtless for similar reasons. But Professor Robbins is 
probably right in saying that the economics of the future 
'' will not be a body of knowledge accessible to every- 
one.*' To profit by Mr. Keynes’s Treatise on Money or 
Professor Pigou’s Industrial Fluctuations, to take the first 
two examples that come, calls for a greater equipment 
than a combination of intelligence and curiosity. 

It may be suggested that a time of comparative 
scepticism and agnosticism with regard to economic 
dogma is an inappropriate juncture for the study of the 
histoiy of economic doctrine in the past. If in our 
more restrained days economics is a method rather than 
a doctrine, if it is only an apparatus of the mind, a 
technique of thinking, why should we trouble about 
the shots at truth which our over-confident forefathers 
may have made? But indeed it is primarily in such 
an age that a study of the history of economic doctrine 
is most profitable. When there is no dominant school, 
when theory is in solution and truth may be anywhere, 
ideas of all kind, mutually contradictory, jostle against 
each other in the pot in which public opinion is cooked. 
Dr. Hans Honegger has recently, with great daring, 
written an excellent little book expounding the present 
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position of economic thought, especially as represented 
In Germany.' But when he comes to classify his 
Gedankemirtimungen, there are so m;iny stieams of 
thought that the lesult is obvious whiilpixil. Apart 
from the pure ertmomic schools, brooding on tlu- margin, 
there ate, in his nomenclatuie, Xeohbfiah<>mu\, Xeomer- 
kanttlMnus, Neowttah'.mu^t and Neorommttk, each 
represented by very distinguished names. A similar result 
would emerge from any attempt to classify the streams 
of thought in this rountiy dining the last quarter of a 
century: and from this angle, for a compiehcnsion of the 
present, a knowledge of the past is essential. Wc also 
have our neo-mercantilists; so also we have our neo- as 
well as our pakeo-liberals. Alongskln mn eeonomic 
cubists panting for the twenty-first centuiy, we have our 
mediaevalists hankering after the fourteenth. We have 
individualist luncheons and we have all degrees of 
etatisme. At rattle shows and at fanners' banquets the 
voice of the Physiocrat is heard in the land. No point 
of view, once expressed. e\’er seems wholly to die; and 
in periods of tramsition like the present, our ears are 
full of the whisperings of dead men. 

* yolkswtrtiehaltbchg Syst»m0 d«r 


NOTES FOR FURTHER READING 

(Thb purpose of these notes is not to provide anything 
with claims to be regardetl as an adequate biblio^phy, 
but merely to furnish suggestion.^ for further reading. The 
list is therefore rraitricted to books which m likely to be 
available, or at least to be obtainable.) 

Gmteml. 

The student will find two books 'especially swrvkmta* 
as general histories: Hanov. A History of Eemmk 
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Thought (Macmillan ) . and Gide and Rist, A History of 
Economic Doctrines. The f 5 fmeFlinEEe'‘’nS^Fa^ 
to an exhaustive history in English, even though it may 
have the defect of too conscientiously aiming at com- 
pleteness; the latter is the standard French work, and 
from the Physiocrats onwards, it provides a valuable 
series of studies of successive phases of economic thought. 
An excellent translation is available (Harrap). The third 
of the standard works, Ingram, A Htstory of PohUcal 
Economy (Blac k), seems Tonne somewhaFloKiequaT, and 
tends, especially in the last chapter, to become a list of 
names. Price’s Short History of Political Eco nomy in 
England (Methuen] is ' iSidlng figures in 

English Political Economy, and combines criticism and 
biography. For the student who reads German, Oncken, 
Geschichte der NaUonalbkonomie (Hirschfeld) provides 
one of the best and most learned accounts of the pre- 
Smith period. It is largely devoted to the mediaeval period 
and the Physiocrats. 

Of more recent books five may be mentioned. Quite 
recently (1930) Spann, Die Haupttheorien der Volks- 
wirthschaftslehre has been translated under the title Types 
of Economic Theory (Allen and Unwin). This book has 
ite interesting aspects, but it suffers from being written 
by the head of the Neo-Romantic School, and it reveals 
a certain amount of bias, and indeed lack of comprehen- 
sion, where the author’s sympathies are not engaged. The 
first two volumes of Gonnard, Histoire des Doctrines 
Economiques (Librairie Y^lois) are wholly admirable 
examples of the felicity and clarity of French exposition. 
Somehow the third volume seems less happy, at least 
to an English reader. Mombert, Geschichte der National- 
dkonomie (Fischer, Jena), though somewhat ponderous, 
has two merits; it covers the ground very systematic- 
ally, and it has very full bibliographies attached to 
each section. Surdnyi-XJnger, Philosophic in der Volhswirt- 
schaftslehre (Fischer, Jena, two volumes) , does not profess 
to be a history of Political Economy nor a history 
of philosophy, but in fact, in its comprehensiveness, it 
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provitkh a kained aiul rjch.tiiHine ciihcimMon of 

ooatly all aspicts of ilie histoiy of ocoiuMiiit doctrine. It 
ih ho extrasivr, htmrver, that it fhuiild prili.ip be 
itnnmt^iwied only to the kiAiiifd «i tlio spriulist. Lastly, 
hi hioii|Hder, hpiulitn ikr ik^pmn und Mi Hmdi 
limtnbutcd to tht' Utid |Mit of the ihmuhm dm 
Soskdakomnmh {Moln, ihhiog«n), is au iuiinirablo short 
summaiy, but oiio IitIh that it \^i\\ yirlii iIh lull value 
only in those who bniig a toiisulriabie ttUMsim of 
knowledge to it!^ peiUhaL Iheie Rhoiild be hiitliueid so fat 
as coiiceiiH IxHiks of a geiuial cluriutrr. but ilm iiisatiabte 
student will find an rxteusivo bihhography of tlio older 
geiieiid hooks tn ibuiey. 

Mouioe, hmiy humoma^ Ihimgld flLirvaul University 
Pmsb and Ckuuahitug, i>M GmndK frmummtm fSirey), 
ioidaiii usehd scleitioui Imiii lr»ul«ig the 

former, however, bemg entirely pie Siiitlln The various 
volumes in the PMit$ BtbimtMqw llenmmuqm f published 
by GuilLumim) give, for each authoi imhichsi in the senes, 
a giuieral mtrodurtion, followed by selections which 
usimlly made with discnmiiiation. Ihese aie easily 
obtained second-hand. 


Apart from the foregoing works which are general and 
comprehensive in their tiiaracier, it may be convenient to 
add a few references relating to the separate efeaptem. 
Chaptif I. l-aistner: Cmik Emnunucs* 

Chapt§f li* O'Brien: Ess&y cm Mniimpal Ecmtemm 


Ashley: /4a mifoductwn to tnghsh hmmmic llwlory ond 
Tkmry, 

The Gemmn^reading student who shies at the totality 
of St. Thomas Aquinas will find all the econoniic and 
political sections brought together in Amg^wdkii^ Schriftm 


edited by Sehreyvrogi m the Ilerdllamme serits (Fischer, 





NOTES FOR FURTHER READING 373 

Chapter IIL There is not so much specialist literature 
about mercantilist doctrine as might be expected. Mun 
has been twice reprinted in recent years (Macmillan and 
Economic History Society Reprints), and there are 
selections from Mun, Serra and Homick in Monroe’s Early 
Economic Thought, Schmoller’s chapter on The 

Mercantile System ” is also included in Macmillan's series of 
** Economic Classics.” 

Chapter IV, Higgs: The Physiocrats, Quesnay's 
complete works have been edited by Oncken. 

Chapter V, For such a great man, Adam Smith has not 
been too well served in the matter of special studies, but 
there are biographies of a critical character by J. Rae, F. W. 
Hirst, R. B. Haldane and H. C. MacPherson. On this 
and the following chapter, for the more philosophic aspects, 
reference may be made to Hal6vy, The Growth of 
Philosophic Radicalism, and to Bonar, Philosophy and 
Political Economy in some of their Historical Relations. 

Chapter VI. Malthus’s Essay and Ricardo's Principles are 
available in Everyman's Library. The more important 
essays of Ricardo have been edited by Conner. The first 
edition of Malthus has been reissued by the Royal 
Economic Society. See also Bonar, Malthus and his Work. 

Chapters VII, VIII, IX and X, Apart from the original 
authorities themselves, there is not much literature of a 
specialist nature available and suitable for the beginner on 
the subject of these chapters, Rae has been re~cast and 
re-published as The Sociological Theory of Capital. A 
study of Sismondi has recently appeared, Simonde de 
Sismondi as an Economist by Mao-Lan Tuan. Muller’s 
more important works have been reissued in the 
Herdfiamme series, and the Isolierte Staat is in the 
Sammlung Sozialwissenschaftlicher Meister (both series with 
Fischer, Jena). List's System of National Economy is 
available in a translation; see also Margaret Hirst, Life of 
Friedrich List, Bastiat is easily accessible, being the kind 
of person who still has controversial value. Carey, on the 
other hand, figures in second-hand catalogues with singular 
infrequency, all things considered. 


Ch&pier A7, The liieratitre reLiting to M,im h endless. 
Apart fiom Capimt itnelt, the folliwing may open the door: 
Beer, Tke Ltfe md Teaching Emi Marx; Salter, Kmi 
Murx mul Mmitm Sormlmni HiihoKcjti, Flm Rfvmal of 
MantBm; Loru, KuH Mum; I^§kt, liTfirl Mmx; lindsay, 
Kuri Muk\*s Capital; Bdhm^Biiwerk, Kmt Mmx and ike Clm$ 
of tk§ Systm, For a Inogiaphy, aw the w«irl«4 of Mehriiig 
(the standard German work) and Eihin (Hnglwli translation 
available). Of the tnrmmemblii books m\ Socialism which 
inevitably deal wdh Marxism, two inav lie mentioned; 
Skelton, Amlym af Socmium, and lleaiiishaw, i 
Siin^ey of Soauimn Thn ieccmd of thrie w«i«ld, Itowever, 
have a morn effect tvo criticiim if it had maintainwi 
a greater seiiiblanre of impiirtklity. * 

Ckaptif A7I. Two generiil iiitrocInctioM to the Ideas 
of the Anstrian school may be mentioned: Smart, An 
inirodueikm to th^ Tkmry of Vdrni Weinberger, ZkV 
Gmmnilixens€hut$. Of the original anthoritlen, there axe 
Fiiglish versions of Wieser, Natuml Valm and SomI 
Eoonamics; and of Bdhm-Bawerk, Capital and Intermix 
and The Posiiwe Theory of Capital* Them is no transla- 
tion of Monger, who, according to Spann, lost faith in Ms 
doctrine, and wonid not allow a second edition to appear 
in his lifetime. Gossen has been reissued by Prafcr, 
Berlin. 

Bptiogm. Two writers have b««i conimfeoni enongh to 
endeavour to give (in German) an account of contem- 


mtm rwrid d$s m jmmmmrts. The latter is a too 


a study of J. B. Clark, ¥eblen, Marshall, Hobson and 
W, C. Mitchell. Mr. Keynes'ii account of Marihall in the 
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Abstinence, 276-7 
Agriculture : Ancient Greece, 
^ 4 “^ 5 » 30^ X02; Ancient 

■Rome, 33-4, 36-7; and mer- 
cantilist doctrine, 76; Mont- 
chr<Stien, 8x; Adam Smith, 
141, and industry compared; 
Serra, 91. See also under \ 
Physiocrats, Quesnay, Turgot 
Almsgiving, 44, 50 
America : discovery of silver 
mines in, 42, 70 
Aquinas, St. Thomas, 41, 43 et 
seq., 65; attitude on slavery, 
44-5; doctrine of private 
property, 46-50 passim] 
potestas procurandt et dts- 
pensandi, 49; usus tpsarum, 
49; wealth, 50; poverty, 50; 
conception of the just 
price,*' 50-3, 60; wages, 53; 
usury, 56 et seq,; trading, 59, 
60-1; merchants, 61; the self- 
sufficient state, 61 
Aristophanes, 33 
Aristotle, 19, 22-9; criticism of 
Plato's communism, 22-4; on 
private property, 23-4, 48, 
49; theory of the State, 24, 
28, 2x9; economy of the 

household, 22, 24; defence of 
slavery, 22, 44; wealth- 

getting, 25-7, 28, 81; un- 
naturw finance, 26, 29, 60; on 
justice in private dealings, 
27, 51; attitude towards 


“ mechanics," 28; money, 
27-8, 29, 56, 57; usury, 26, 
29» 54» 55 > value, 29; influ- 
ence of, in Middle Ages, 43, 


44 > 57 > 59 


Artificers, 21, 28, 3471. 
Association, denial of right of, 
in Turgot, 117 
Associationists, 294, 295 
Austrian school, the, 330 et 
seq.; forerunners of, 331, 345; 
outstanding leaders, 345; car- 
dinal points *m view of value, 
330-1, 35 X 


Bastiat, Frederic, 191, 260 et 
seq.t 373; views of, on Protec- 
tion, 261, 262; and Socialism, 
261, 262; definition of the 
State, 261; non-intervention- 
ist attitude, 262-3; doctrine 
of harmony of interests, 260, 

262- 5; on value and utility, 

263- 4; defence of landed 
interests, 264 

Beer, Mr., The Life and Teach- 
ing of Karl Marx, 326, 327, 
374 

Bentham, 280, 337 
Bible, the, 43 
Bimetallism : Oresme, 62 
Blanc, Louis. 116, 294 
Bodin, Jean, 68, 69 
Bdhm-Bawerk, Eugen von, 345, 
353 » 356-61; theory of 

interest, 356, 359-61; price 
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Fawcett, Professor, 286 
Feudalism, 41-2; breakdown of, 
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First International, the, 295 w. 
Fourier, 255% 294, 295 
Free Trade, 10 1, 142, 269; 

in the Physiocrats, 109-11; 
Adam Smith, 142; List, 234- 
5, 238; Carey, 258-9 

German idealist school and 
Adam Smith, 138 
German mercantilism, 93 
Godwin, 156, 157, 158, 161, t68 
Gold : Plmy, 36 
Gold standard, 187 
Gonnard, Histoire des Doctrines 
Bconomiques, 371; cited or 
quoted, 52, 151, T87W.; com- 
parison between Ricardo and 
Marx, 172 

Goods, relative or exchangeable 
value, 128 

Gossen, Hermann Heinrich, 
336-41, 342; Law of Diminish- 
ing Satisfaction, 337-9» 3541 
The Laws of Human Inter- 
course, 336-7; marginalist 
principle in, 336, 339, 341; 
analysis of enjoyments, 337, 
338; theo^ of value, 339-40; 
classification of goods, 339- 
40; definition of " work,’* 
340; exchange, 341 
Gournay, 1 13-14, 115 
Greece, Ancient, economic 
speculation in, 13-33, 46, 

ethics and politics in, 14, 15, 
22; agricultural economics, 
14-15; view of work, 14, 45; 
artificers, 21, 28, citizenship, 
21, 28 

Gresham's law, 62 
Guilds, the, 41 

Hammurabi, Code of, 12 
Harmony of interests, 209, 260, 

262-5 


Hawtrey, R. G., 363, 369 
Hearnshaw, Survey of Social- 
ism, 374; quoted 233^^; 
cited 326«.2 

Hegel, influence of, on Marx, 
301 

Hesiod, 15 
Hildebrand, 152 
Hodgskin, 296 

Homan, Contemporary Econ- 
omic Thought, 374; quoted, 
366 

Honegger, Dr. Hans, 369-70, 
374 

Hornick, Philipp W. von, 93-5; 
programme of mercantilism 
in. 93; ideal of self-suffi- 
ciency, 94-5 

Hume, David, 1 19-21, 122, 149, 
269; money, 120-1, 143; 

criticism of mercantilist 
ideas, 120-1 
Hutcheson, 124 

Import duties, 77 
Imports, 75-6; and balance of 
trade, 75-6 

Individualism: Rome, 39 
Industrial combination, 208 
Inheritance, 293 
Interest, 58; Adam Smith, 135, 
137; Turgot, 1 16; Bohm- 
Bawerk, 356, 359-61 
Invention: Rae, 200; Sismondi, 
211-12, 215 

Invisible hand, doctrine of, 23, 
146, 147, 151, 163, 209 
Italian mercantilism, 92 

Jevons, William Stanley, 
330, 341-5; Theory of 

Political Economy, 341; 
utility theory of value, 342-4; 
criticism of labour theory of 
value, 344; Mentioned, 289 
Judaism, 44 
jus gentium, 38 
Just price, 46, 50, 51-3, 60 
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Marshall, Alfred, 363, 364, 366, 
374 

IMarx, Karl, 293, 295 et seq. 
life and cliaiacter, 172, 297, 
301-2, 325, 329; influence 
. of Hegel on, 301; relation 
to the classical economists, 
302, 308-9: and scientific 
socialism, 295, 296-7, 328-9; 
and Kodbertus, 296, 320 
Writings of, 297 
Capital t 298, 300-2, 304, 
305 » 309> 320, 321 
Communist Manifesto, 298, 
300, 302-5, 3o 6»., 309 
Summary of doctrines of, 
298-9 

Materialistic conception of 
history, 299, 305-7, 326 
Class struggle, 299, 301, 
303 - 4 > 305. 307-9, 325; 
the bourgeoisie and the j 
proletarians, 304-5, 308 
Labour theory of value, 
175, i76»., 189, 299, 

302, 305, 309-22 passim, 
326; notion of surplus 
value, 299, 305, 314 et 
seq., 326; method of 
exclusion, 31 1; element 
of utility, 309, 312; 

skilled and unskilled 
labour, 313; constant 
capital and variable 
capital, 316, 319-21, 323, 
discussion of interest, 
318; managerial func- 
tions, 318 

Industrial Reserve Army, 
188, 299, 322-3, 324, 325 
Law of Capitalistic Accu- 
mulation, 299-300, 322, 
323-4» 325 

Exploitation, 304, 305, 

309. 316 _ 

Estimation of the prophecies 
, of, 325-9; defence of, 327 

# Otherwise mentioned, 32, 
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Mazzini, quoted, 328 
Mediaeval asceticism and accu- 
mulation of wealth, 73 
Mediaeval economic doctrine. 

See Middle Ages. 

Menger, Karl, 339, 345-54, 361, 
374, Grundsatze, 341, 345; 
theory of the order of 
goods,"' 346-7; economic 
and non-economic goods," 
347-8; theory of value, 348- 
53> 355; exchange, 353; Men- 
tioned, 357, 359 
Mercantilism, 65 et seq., 86, go, 
122, 125-6; general outline, 
73 et seq.; one-sided charac- 
ter, 94; rooted in practice, 
74, 80; fundamentals in, 74- 
6; and state making, 69; and 
balance of trade, 75, 76, 125- 
6; and governmental activity, 
77, 78; population, 78; 

bullionist aspect, 74-5, 84; 
appreciation and criticism, 
78-80, 122; four typical mer- 
cantilists, 80 et $eq.; 
divergence from, 90; reaction 
against, 10 1 
Merchants, 60, 61 
Middle Ages, the, 40; economic 
teaching of, 40 et seq.; 
feudal system, 41-2; status, 
42, 50; trade, 42; dearth of 
money, 42; the Church, 42-3, 
*46; non-national atmosphere, 
42-3 , 65, 67; dominant influ- 
ences, 43-5; economic ques- 
tions in, 46; just price, 46, 
50-3, 60; usury, 46. 54-9; 
idea of justice, 46, 53; divi- 
sion of labour, 59-60; transi- 
tion period, 65 et seq., 73; 
fundamental idea, 53; wages, 
53; attitude towards trade, 
60. See also Aquinas and 
Oresme. 

Mill, James, 2yjn?, 279 
Mill, John Stuart, 191, 277 et 
seq.; position of, in the (level- 
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New colonies, 136 
New World, discovery of 
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Nkholson* 363 

OiESMs, NifiioiA^* 61-4; 
money, 62-3: currency debase- 
ment* 62, 63-4 
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Owen* lol^ert, 194 

PAf*i» money, 143. 227 
Pareto, 364 
Parsimony, 139 
Part lie whip, 59 
*' PiMilaax**' 'the* 294, 39! 
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tiofi of, ill Arlitolli, »s 
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triple division of classes, 103- ! 
4, distinction between pro- 
ductive and unproductive 
labour, 105-6, 118, 138; on 
foreign trade, iio-ii, 150, 
advocacy of Free Trade, no, 
ni, 149; anticipation of 
Adam Smith, 118; and source 
of wealth, 126; rent, 137, 177, 
182 

Appreciation of, 117-18, 122; 

weakness of, 127 
Motto, 30 

See also under Qnesnay and 
Turgot 

Pigou, Professor, 363, 369 

Plantations, 78 

Plato, 1^-22; The Republic, 15 
et seq ; The Laws, 15, 20-2; 
the State, 15 et seq., 20-2; 
division of labour, 15-16, 17; 
and extent of the market, 17; 
communism in, 17-22, 293; 
the guardians, 18-19, 20 

Pliny, 34, 36; money, 36; slave 
labour, 37; and extent of the 
farm, 36 

Political Economy, 12, 170; the 
phrase, 81; founder, 97; the 
science of poverty, 335; 
classical school, 190, 248; 

reaction against, 190 et seq.; 
later developments, 266 et 
seq.; various views of; 
Cairnes, 286-9; Jevons, 341; 
Ricardo, 172; Say, 267-8; 
Senior, 273 et seq. 

Population and mercantilism, 
78, 93; Malthus, 155-64; Mill, 
283, 284; Sismondi, 212-4 

Poverty: Aquinas, 50; Malthus, 
165, 167; Plato, 21, 

Profits and wages: Ricardo, 
185-6, 189 

Property, private: Rome, 38-9, 
49; Aquinas, 47-50 passim; 
Aristotle, 23-4, 48, 49; 

MiUler, 220-1 

Protection and Free Trade, 142; 
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Bastiat, 261, 262; Carey, 

257-8; List, 234-8; Adam 
Smith, 142 
Protestantism, 72, 73 

Quesnay, FRAN901S, 96-112; 
economics of, 97, 99, 100; 
view of natural law, 97, 98- 
100; laissez-jaire, 10 1; simi- 
larities with Adam Smith, 98, 
109-10; agriculture, loi, 102, 
103, 108, iii; manufactures, 
108, 109; distinction between 
agriculture and industry and 
commerce, 102-3, 104, iii; 
and the commercial classes, 

102, 103, 104; the produit 

net,'' 103, 106, 1 12; the 

artisan an unproductive 
labourer, 104-5; the " Tab- 
leau Economique," 106 et 
seq., 1 18, advocacy of Free 
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